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FROM: Representative Bob Story, Chairmani>'?-'^''^

Harold Blattie, Vice Chairman /^/C^Wu>r

SUBJECT: Final Local Government Funding and
Structure Committee Report

We forward the following report from the Local Government Funding and

Structure Committee established by Senate Bill 184 of the 1999 Legislature. The
need for the committee was based on the prospect of an annual $55 million

property tax increase for local government and school budgets, which could

occur if the SB184 reimbursements were allowed to sunset June 30, 2001, and

the changes required to move all Montana governments toward the following

SB184 vision.

We are dedicated to a partnership among state, county, city and
scliool districts tiiat is based on mutual trust and respect for local

authority. This partnership will enable all governments to respond

to the demands of their citizens in the 21^' century through a

revenue system that is simple, understandable, equitable, stable

and adequate and through a revenue collections and distribution

system that is simple, efficient, accurate and timely.

All governments and citizens deserve a revenue system that produces adequate

and relatively constant revenue, treats individuals and businesses fairly, is easy

for taxpayers to understand, minimizes administrative costs and has all economic

activity and wealth contributing proportionally to support government service. A
high quality revenue system is composed of taxes that complement one another

and the finances of both state and local governments. One especially important

issue is the relationship of state and local taxing jurisdictions. State policy





makers should consider how state tax decisions affect local governments, and
local governments should consider how their budget decisions affect the

taxpayer and the state revenue system. A high quality revenue system reflects

the limitations and financial responsibilities state government places upon local

government. State policy makers should be explicitly aware of the costs state

mandates impose on local governments. Local government should have the

authority to raise sufficient revenue to meet its obligations.

In working towards the vision and the concerns expressed, the committee

established three primary goals.

1. Simplify billing, collection, accounting, distribution and reporting of all

revenue

2. De-earmark revenue and eliminate expenditure mandates for local

government

3. Create a rational, dependable, stable funding structure for cities and

counties

Because the current Montana financial relationship among state, local and school

finances is so complex and administratively cumbersome, the committee

proposals require significant change from state agencies, counties, cities and

schools. However, other than simplifying, de-earmarking, and removing

limitations on local government, there is no intent to change the funding level or

programs offered by any government entity. Due to de-earmarking, government

entities may have more open revenue and budget reviews by the legislature and

city and county commissioners.

A significant impact of the committee proposals is the trust that both state and

local government officials must establish between themselves. The legislature

will have less control over local government, and local government will have the

right to receive an Entitlement Share of the general fund without specific revenue

or expenditure requirements. Building this trust level will be a challenge. To

expedite the trust building, local government audit provisions have been

strengthened and local government financial laws have been revised to allow

significantly more local financial flexibility and authority . The county and city

treasurers become even more important to the local government officials. Their

acceptance of the responsibility to account for all funds and establish accounting

systems is very important to the trust building among all the state and local

government entities. As the state gives more autonomy to local government, the

county clerk and recorders, in their function as budgeting and accounting

personnel, will make a major conthbution in strengthening and demonstrating the

local government accountability requirements.





The charge given to the committee was broad and comprehensive. We have

done our best to address the most significant changes to begin building a real

partnership and respectful working relationship among all government entities.

We would like to thank the many individuals who assisted the committee. The
county treasurers, county clerk and recorders, county commissioners, city

treasurers and city managers were extremely helpful. The Montana League of

Cities and Towns and Montana Association of Counties attended every meeting

and provided valuable insight. State agencies attended the meetings and

assisted with committee requests. Four agencies provided the core of the

research and analysis, the Office of Budget and Program Planning, the

Legislative Fiscal Division, the Office of Public Instruction and the Department of

Revenue. Many more individuals, too numerous to list, assisted the committee.

The committee members could not have completed the work without everyone's

help.

We would like to thank you for the opportunity to serve our state in this capacity.

It has been a comprehensive task, which has enhanced our knowledge of

Montana government operations and brought a great appreciation of the

dedication that Montana public officials and staff have to public service.

We request your serious consideration of the proposals and your assistance in

advancing these recommendations in the Montana Legislature.
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SIMPLIFICATION IN THE 21^^ CENTURY
EXECUTIVE SUMMARY

Local Government Funding and Structure Committee Report

With the passage of SB184, the 1999 Legislature established the Loc jI Government

Funding and Structure Committee. The need for the committee was based on the

prospect of an annual $55 'Oillion property tax increase for local government and

school budgets which could occur if the SB184 reimbursements were allowed to

sunset June 30, 2001 and, the changes required to move all Montana governments

toward the following SB184 vision.

We are dedicated to a partnership among state, county, city and

school districts that is based on mutual trust and respect for local

authority. This partnership will enable all governments to respond to

the demands of their citizens in the 21^' century through a revenue

system that is simple, understandable, equitable, stable and adequate

and through a revenue collection and distribution system that Is simple,

efficient, accurate and timely.

In working to prevent the potential for property tax increase and achieve this vision,

the committee established three phmary goals:

1. Simplify billing, collection, accounting, distribution and reporting of all

revenue.

2. De-earmark revenue and eliminate expenditure mandates for local

government.

3. Create a rational, dependable, stable funding structure for cities and counties.

A significant goal of the committee proposal is to establish a mutual trust that both

state and local government officials will need. The recommendations provide local

government significantly more financial flexibility and authority. The legislature will

have less control over local government. Local government will receive an

Entitlement Share of the general fund without specific revenue or expenditure

requirements. Building this trust level will be a challenge. To expedite trust building,

local government audit provisions have been strengthened and local government

financial laws have been revised to provide greater accountability with more financial

flexibility and authority.

The committee is concluding its work and prepahng its final report. The following

summarizes the committee's major recommendations.

Budget and Accounting

Due to the wide vanety and disparity in budget and accounting laws for local

governments, the committee established a work group to develop legislation to



provide a single set of uniform budget and accounting laws for local government.

The draft legislation:

Simplifies the accounting requirements and expands local financial flexioility and

authority.

Gives county and city commissions clear financial oversight and authority for mill

levies and fees.

Expands and strengthens the Department of Commerce's reporting and audit

responsibilities.

Has an all-inclusive definition of "local governments."

Eliminates detailed accounting provisions in statute.

Specifically states that it "... does not provide for the consolidation or

reassignment of any duties of elected county officials."

Provides for the county or municipal treasurers to be the custodians of all public

monies, including those of special authorities and districts.

Creates budget adjustment flexibility for some fund types and fee-based budgets.

Allows for judgment levies to be outside the property tax limit.

Provides all mill levies are subject to county or municipal governing board,

omitting the past exception for special districts, such as library and airport mill

levies.

Provides for an extended deadline for setting tax levies if certified taxable values

are received late.

Provides for the amendment or repeal of over 80 existing county and municipal

laws.

Revenue Changes

Changes the flow of revenue so that most revenue remains with the government

that collects it. The exception is vehicle revenue (light vehicle and truck fees and

taxes) that will be transferred to the state general fund. Gambling revenue will be

retained by the state. Other changes include the elimination of the property tax

reimbursement programs, consolidating the vehicle registration fees into one

registration fee, making other vehicle fees uniform, and having all district court

fees, fines and forfeitures deposited into the state general fund.

Provides general fund statutory appropriations to replace the de-earmarked

revenue for state agencies.

Redistributes the de-earmarked revenue to schools through a two-year

reimbursement program, similar to that provided in SB1 84.

Expenditure Changes

Transfers total funding responsibility for welfare to the state.

Transfers the funding responsibility for district courts excluding the clerk of district

court and their staffs, to the state.



Entitlement Share

Creates general fund Entitlement Share (statutory appropriation from the state

general fund) to ensure that local governments receive the same amount of revenue

they received in fiscal 2001 with vehicle fees altered to reflect HB540.
• Sets the growth rate indices for the Entitlement Share pool at 70% of the five-

year rolling average of the state gross domestic product and personal income.

The growth rate is 3.2% for fiscal 2002, and 3.1% for fiscal 2003.

Establishes a short-term allocation methodology for the Entitlement Share based

on first, increasing the base allocation for each county and city by inflation and

second, by distributing any remaining funds based on population.

Establishes a study to develop a long-term funding allocation method for the

Entitlement Share program for local government that takes into account tax

capacity, tax burden, and the wide disparity in mills levied under current law.

Property Tax Limit

The SB184 property tax limit remains in place as an overall property tax limit.

Existing local government mill levy caps have been eliminated except for the 2-mill

emergency levy. The committee recommendation modifies the SB184 property tax

limit as follows:

Provides a transitional limit for fiscal 2002 to provide at least 2% revenue growth

above fiscal 2001 from the Entitlement Share and property tax.

Establishes a long-term property tax limit, which will be the fiscal 2002 amount of

property tax assessed, plus a growth factor of V2 of the last three-year average

rate of inflation.

Presen*/es the right of local governments to use the full property tax limit in the

future without utilizing it every year.

Clarifies and improves the definition of "Newly Taxable Property".

De-earmarking and Mandate Guidelines

Establishes guidelines for earmarking revenue to local government and a

process to continuously review the earmarked revenue.

Clarifies the process of establishing and funding state mandates for local

governments.

Local Option Taxes

Authorizes a local option sales tax not to exceed 4%. A vote of the electorate is

required and there is some revenue sharing between urban and rural counties.

Authorizes up to a 1% local option realty transfer tax for infrastructure, with 20%
being in a state operated program and 80% staying in the local community. A
vote of the electorate is required.



state and Local Government Relationship Committee

Creates a temporary (four years) State and Local Government Relationship

Committee, composed of legislators and local government officials to:

Promote and strengthen local governments.

Bring together representatives of state and local government for consideration of

common problems.

Provide a forum for discussing state oversight of local functions, realistic local

autonomy, and intergovernmental cooperation.

Identify and promote the most desirable allocation of state and local government

functions, responsibilities and revenue.

Promote concise, consistent and uniform laws and regulations for local

government to achieve a more orderly and less competitive fiscal and
administrative relationship between and among state and local governments.



Introduction

In August of 1998, the Montana Department of Revenue organized a group known

as the Local Government Funding and School Finance Group. The group included

representation from the Montana Association of Counties (MACo), Montana League

of Cities and Towns, Montana Department of Justice, county commissioners, city

managers, mayors, attorneys and school administrators. This group discussed:

The significant impact tax reform would have on local government and schools.

The complexity of the financial relationship between state government, local

government and school finances, which makes it extremely difficult to change tax

policies.

The revenue collection and distribution mechanisms currently in place, which are

cumbersome, difficult, and expensive to administer.

The current financial structures between local government and state government,

which do not meet the universal principles of taxation for a high quality revenue

system.

The dissatisfaction and strained relationships which are caused by the separation

of the accountability for managing the district court system being with the judicial

branch of government, and the responsibility for funding the district court system

being with the executive branch of government.

Group members expressed a multitude of frustrations with the current finance

system, as well as the statutory restrictions currently placed on local governments

which impede the allocation of funds to local priorities and needs.

The Local Government Funding and School Finance Group created a vision for a

complementary funding and distribution relationship among local government,

school districts and state government. The group worked toward gaining public

support and acceptance of the following vision statement.

\Ne are dedicated to a partnership among state, county, city and
sctiool districts ttiat is based on mutual trust and respect for local

authority. This partnership will enable all governments to respond to

the demands of their citizens in the 2f century through a revenue

system that is simple, understandable, equitable, stable and adequate,

and through a revenue collections and distribution system that is

simple, efficient, accurate and timely.

This vision was born out of a unanimous desire among the participants to improve

the state/local relationship; increase the efficiency and accuracy of our financing



mechanisms; and create a funding structure capable of meeting Montana citizens'

future revenue needs.

Senate Bill 184

Through Senate Bill 184, the 1999 Legislature established two study committees to

explore concepts and opportunities to create a complementary funding relationship

between state and local governments, including district courts. Representatives to

the committees were appointed to provide a balance and depth of knowledge,

experience and insight.

These committees authorized in Senate Bill 184 provided a structure:

To achieve the vision created by the Local Government Funding and School

Finance Group.

To enable all governments to respond to the demands of their citizens in the 21^'

century.

To create a complemeniary funding relationship between local and state

governments and district courts.

To create an understandable, adequate and efficient revenue and distribution

system.

To give a thorough review to the many complex laws in place to benefit all

governments in the funding and distribution process, including the courts. They
would accomplish this by exploring and ultimately recommending a

complementary funding structure capable of providing stable and reliable

revenue streams to local government.

One committee, the Local Government Funding and Structure Committee, was
established to study local government funding. The study committee has focused on

lifting local governments financial restrictions and de-earmarking financial revenue to

local governments. This financial autonomy is a desirable attribute in the

partnership among the state, counties, cities, and school districts that will serve to

build mutual trust.

The other committee, the Court Funding and Structure Committee, was established

to study district court funding. The study committee has worked on bringing the

responsibility for funding and operating the court system into one governing body.



Mission and Goals of the

Local Government Funding and Structure Committee

This publication is the final report of the Local Government Funding and Structure

Committee. The final report is organized into several chapters that explain in detail

the committee's specific recommendations.

The primary mission of the Local Government Funding and Structure Committee

was to:

Ascertain the best method of allocating current and future resources, while

providing a complementary funding relationship between local government and

state government.

Establish a complementary funding relationship that provides stable and reliable

revenue streams to local governments.

Explore regional concepts, as well as further lifting of local government revenue

restrictions and de-earmarking of revenue to local governments.

Make the complementary funding relationship meet the criteria set forth in the

vision statement adopted by the Local Government Funding and School Finance

Visioning Group.

The Local Government Funding and Structure Committee met eight times:

September 22, 1999; October 19-20, 1999; December 13-14, 1999; February 24-25.

2000; July 10-11, 2000; September 5-6, 2000; October 5-6, 2000 and November 15,

2000.

From these meetings, the committee determined three primary goals.

1. Simplify billing, collection, accounting, distribution and reporting of all revenue.

2. De-earmark revenue and eliminate expenditure mandates for local government.

3. Create a rational, dependable, stable funding structure for cities and counties.



The Change Imperative

There are three main factors that contribute to the change imperative for the Local

Government Funding and Structure Committee's goals. These factors are:

Difficulties in tracking and providing accountability for county collections.

Impact of property tax legislation on local government and the proliferation of -

and dissatisfaction with - property tax reimbursement programs.

Recommendations of the Local Government Funding and School Finance Group.

Tracking and Accountability for County Collections

County collections - the monies transferred between state and local governments -

are extremely complex. Almost $300 million in state revenue was made available

through county collections in fiscal year 1997. County collections are reported on

more than 100 lines of code on the State of Montana State Treasurer County

Collection Report. A single line of this county collection report can represent as

many as 20 sources of revenue. Seventeen state agencies play a role in county

collections on either the receiving or the collecting end.

In 1997, a committee was formed with representation from state agencies and the

county treasurers to explore the following areas and to make recommendations for

improvements in the county collection process. The committee divided the task into

the following three areas.

1

.

The communication process between county treasurers and the state.

2. The need for legislation clahfication and simplification.

3. The identification of audit/monitoring responsibilities.

Communication Process

The subcommittee assigned to study the communication process between the

county treasurers and the state found many sources of communication.

Following a legislative year, the Department of Commerce presents workshops on

legislative changes that affect county treasurers in several sites around the state.

Handouts listing the legislative changes are distributed to workshop participants and

mailed to others upon request.

Two publications are sent to county treasurers. The Department of Commerce
provides the previously mentioned State of Montana State Treasurer County



Collection Report. The Department of Commerce, in collaboration with the

Department of Justice, provides a Motor Vehicle Tax and Distribution Schedule. The
Department of Justice provides a computer system and training for motor vehicle

fees and taxes. When state agencies send revenue to the counties, a cover letter

from that state agency is included. The cover letter explains how the revenue is to

be distributed.

Once a month county treasurers send in the State of Montana State Treasurer

County Collection Report. Another report, Form FP-6b, is required by statute to be
completed by county treasurers once a year and returned to the Office of Public

Instruction. This report contains detailed information regarding revenue sources for

elementary equalization (33 mills) and high school equalization (22 mills) as well as

for county transportation, county elementary retirement, and county high school

retirement.

The subcommittee found:

There seems to be very little inter-agency communication. At the state level

inter-agency communication is limited. County collections derive from multiple

revenue sources, have complicated distributions, and cross agency lines. When
an agency discovers a potential problem (perhaps an improper disthbution of

funds) they are often unsure which agency or agencies to contact. With so many
players, effective communication is difficult. A specific state agency may not

even be aware of how a decision it makes regarding county collections impacts

another state agency or process.

There is some satisfaction with the current process. County treasurers, as

represented on this subcommittee, are satisfied with their contact with the

Department of Commerce and the Department of Administration concerning

questions arising at the county level. They are also safisfied with the Department
of Justice's computer system which handles motor vehicle receipts. There are

problems, however, when local officials (sometimes representing state agencies

and sometimes local agencies) provide county treasurers with collections but do
not provide identification of the type of funds to make proper allocation possible.

There are indications of a breakdown in communications. Over the past few
years, there have been indications that collections are not always distributed

properly. The fact that these inconsistencies in distributions exist is a clear sign

that communications could and should be improved. The examples given below
are symptomatic of a larger problem and are used to illustrate the communication
problems that exist. Many other examples were noted and have not been
detailed in this report, such as interest income in county school funds, allocation

problems in corporation license taxes, and the state's contribution for veterans'

headstones. These examples simply indicate that although the lines of

communication are open and seem to be followed, confusion exists as to how to

distribute certain funds. Examples of improper distribution are:



1

.

The Department of Revenue provides the county treasurers with

a schedule of SB417 personal property reimbursement amounts for

each taxing jurisdiction in the county. Twice a year (June and

December) county treasurers are to withhold these amounts from

the 40-mill payment normally sent to the state via the county

collections report. This reimbursement program began in June,

1996. In December 1996, almost half the counties failed to withhold

this reimbursement and to allocate it to local taxing jurisdictions.

2. HB20 personal property reimbursements are sent to the county

treasurers twice a year along with a schedule of dollar amounts to

be distributed to the taxing jurisdictions in the county. Since 1993,

none of this reimbursement was to be distributed by the counties to

the state. However, over a four year time period, it is estimated that

$1 million of HB20 reimbursement was incorrectly returned to the

state via high school and elementary equalization rather than

distributed within the counties.

Information the state receives is sometimes inadequate^ The state mills - 33

elementary equalization mills, 22 high school equalization mills, 6 university mills,

40 statewide equalization mills, 1.5 vo-tech mills - represent approximately 75%
or $225 million of the total county collections remitted to the siate. Currently,

there are two reports completed by county treasurers and sent to the state

providing information concerning the school funds.

Form FP-6b, sent to the Office of Public Instruction, provides a breakdown of

collections by source for only the 33 elementary equalization mills and the 22 high

school equalization mills. There is no breakdown available by source for the 6

university mills, 40 statewide equalization mills, or 1.5 vo-tech mills. The OPI form

for elementary equalization includes 24 sources of revenue.

The State of Montana State Treasurer County Collection Report, sent to the

Department of Administration, has three lines for elementary equalization and

three lines for high school equalization to record property tax, prior year revenue,

and non-levy revenue.

The information received by the state in these two reports Is Inadequate for

monitoring revenues. While Form FP-6b provides information on allocations for

all the revenue sources for elementary and high school equalization, our

committee knows of no report that provides similar information for university

millage, statewide equalization or vo-tech millage. The revenue for these three

county collections was $93 million for fiscal year 1997.

It is apparent that improved communication is contingent upon Implementing the

recommendations concerning legislation simplification and auditing/monitoring

responsibilities.

10



Legislative Clarification and Simplification of County Collections

The subcommittee on legislative clarification and simplification decided to see if they

could develop a diagram that would show sources and allocations of the county

collections for the state. Because county collections are so complex, the task was
daunting. The resulting diagram was confusing and not at all functional.

The subcommittee then decided to determine if county collections could be divided

into a handful of groups and these groups could then be diagramed. A grouping was
developed and is shown on Diagram 1, which also shows the approximate amount
collected for fiscal year 1997 for each category.

Diagram 1

CATEGORIES OF COUNTY
$298.7 Million in Fiscal

SCHOOL LEVIES -$225.4



Instead a representative phrase is used (for example, the revenue description

"elementary equalization" in School Funds represents three lines of code: property

tax, prior year and non-levy revenue of elementary equalization). Next, these

groupings were diagramed. A simple one. Vehicle Operator Fees, is presented in

Diagram 2. Four types of operator fees are allocated to three different state funds.

There is a different allocation scheme to these three funds for each of the four

operator fees. In addition there is a different retention percentage for the county for

three of the four fee types.

Diagram 2 shows the complicated allocation scheme of four simple, related revenue

sources. The scheme is far too complicated for the amount of revenue involved

($700,000 from county collections) and the similarity of sources.

Diagram 3 presents the Fines and Court Fees category. For simplicity, only District

Court Fees, which are provided for by statute in section 25-1-201, MCA, were

diagramed. This diagram represents just eight lines on the county collection report:

Clerk of Court Fee, Marriage License, Dissolution of Marriage, Substitute Judge,

Clerk of Court Special Fees (Montana Judges' Salaries), Petition of Adoption, Child

Abuse and Neglect, and Dissolution of Marriage - Assault and Intervention

Treatment.

Diagram 3 shows that ten allocation schemes exist - earmarked for four different

state accounts - for just one section of code. Also, several schemes involve both

specific dollar amounts and percentage allocations.

12
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The School Funds (more specifically, the 33 elementary equalization nnills) is the last

category to be presented. Approximately 24 different sources of income are

allocated to elementary equalization. Fourteen sources are allocated on a mill levy

basis, and ten are disbursed by another method. Of the 14 mill levy type allocations,

eight different schemes are applied. The allocation of these revenues is shown in

Table 1.



1. Review existing statutes to identify and analyze the "nuisance" or low volume

fees currently collected by the county. Wherever possible, eliminate the fees

because of minimal revenue impact or combine them with other fees and let the

state make the distribution.

2. Combine certain fees at the local level and let the state make the necessary

distribution when the county remits the fees. Possible areas where this approach

could be used are in motor vehicle collections (including collegiate plates),

livestock per capita collections and clerk of court fees. To identify any problems

that may result, communication with the affected state agency should take place

prior to making any decisions regarding this approach

3. Review existing fees to determine whether any fee or revenue swapping could be

utilized. For example, allow counties to keep one fee or revenue as a trade off

for another with like fiscal impact, thereby eliminating the need for one or more

funds.

4. Simplify some of the existing laws and agency policies regarding the distribution

of certain state-shared revenue payments made to counties by the state. For

example, personal property tax reimbursements, oil and gas production taxes,

corporation license taxes, and veterans' head stones). The goal would be to

achieve consistency in distribution and transaction processing.

5. In general, where the state can split the collections for the various agencies

without relying on the county treasurers, it should do so.

By simplifying Montana statute, the committee believes a truly brief and quick

reference to county collections could be provided in the form of the State of Montana

County Treasurer Collections Manual, issued biennially by the Local Government

Services Bureau of the Department of Commerce. This manual could include

diagrams of the improved county collection system that could be referred to and

studied whenever legislation concerning county collections is proposed.

Monitoring of County Collections of State Revenue

Currently, the monitoring of state property tax collections is difficult and requires

complicated communication networks between counties and multiple state agencies.

For the purposes of this study, the committee intends for "monitoring" to include the

following responsibilities:

Interpret and implement statutory changes affecting a revenue source.

16



Communicate the statutory changes, and the process for implementing them, to

counties and other affected state agencies.

Prepare reasonable revenue estimates for the revenue source and record those

estimates in the state's accounting system,

Compare actual county remittances to the agency's estimates at least annually.

Follow up with counties and resolve discrepancies and unusual items.

Reconcile differences between revenues reported by a county on the County

Collection Report or other report (for example, FP-6b) and amounts recorded

from that county on Statewide Budgeting and Accounting System.

Make any necessary corrections to the state's accounting records.

Notify the Department of Commerce whenever proper distribution of the -evenue

appears to be a problem in one or more counties, and when there is a dispute

between the agency and a county(s) about distribution of the revenue.

Laws governing distribution of tax and non-tax revenues based on mill levies are

administered by several different state agencies. For example, the Department of

Revenue instructs counties on the distribution of personal property tax

reimbursements to mills, the Department of Justice provides instruction on

distribution of motor vehicle taxes to mills, and the State Auditor's Office administers

federal forest reserve monies. This makes the monitoring of state property tax

collections difficult.

The committee recommends that one agency should be given sufficient staff that

has, or can obtain, the necessary expertise to monitor ail state property tax

collections. This would avoid duplication of effort, and preclude the need for

complicated communication networks between counties and multiple state agencies.

The committee agrees the Department of Revenue should assume the monitoring

responsibilities, because DOR will be preparing future state budget estimates for

these revenues and is the agency responsible for administering Title 15 - Taxation.

The committee recommends one form that provides the detail of counties non-levy

revenue distributions to aJJ state mill levies should be prepared annually by each

county and remitted to the state agency responsible for monitoring property tax

revenues. Currently, counties complete Form FP-6b to provide detailed information

to Office of Public Instruction regarding the more than 20 different non-levy revenue

sources disthbuted to the 22 and 33 county equalization mill levies. Counties

complete another separate form to provide detail information to Department of Public

Health and Human Services about non-levy revenue distributions to the nine county

welfare assumption mills. However, no state agency is requesting or monitoring

detail information about distributions of non-levy revenue sources to the 40 state
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equalization mills, the 6 university mills, or the 1.5 vo-tech mills. Non-levy revenue

distributions are a significant portion of the property tax revenue collected by

counties for the state and, based on OPI's experience, when an error does occur it

most often involves one of these revenue sources.

The recent de-earmarking of many state special revenue accounts by the

Legislature has increased the number and the amount of county collections

deposited in the state's general fund. State agency ownership of these general fund

revenues, for purposes of assuming/assigning monitoring responsibilities, is not

clear.

Auditing of County Collections Of State Revenue

The audit contract for county financial/compliance audits conducted by independent

CPA firms currently does not specifically require the revenues collected by a county

for distribution to the state be included in the scope of a county's audit. State

revenues collected by a county are not reported on the county's revenue statements.

The county acts as a collection agent for the state and, in accordance with the BARS
chart of accounts, deposits the state revenue collections in agency funds pending

monthly remittance to the Department of Administration. Only amounts remaining in

a county's agency funds at fiscal year end, such as cash on hand and taxes

receivable, are reported on the county's financial statements.

Not all county auditors review these year-end amounts. Certain deposits to the

agency funds that are remitted to the state are, however, tested by most auditors as

part of their testing of the county's revenues. These include some major revenue

sources such as property tax levies.

When auditing a state agency, the Legislative Audit Division performs audit

procedures at the state level for county revenue collections reported by that agency.

The Legislative Auditor expects agencies to monitor the receipt of county collections

and to follow up on revenues that are not received according to state revenue

estimates, but does not require that the agency responsible for monitoring a

particular revenue source be the same agency that reports the revenue on its

financial statements.

The Department of Commerce follows up on county audit findings and notifies the

affected state agency when a finding relates to a specific state revenue. State

agencies are not notified of county internal control problems. Only audit findings that

have a material effect on the county's financial statements are required to be

included in the independent auditor's report under "government auditing standards."

Some auditors do, however, include in the report other findings that may not be

material to the county's financial statements.
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Counties collect approximately $300 million each year for the state. Monitoring

procedures performed by state agencies (for example, comparing total collections to

a revenue estimate) will likely detect only very large dollar errors. Smaller

immaterial errors may go unnoticed. Because of the significant amount of these

collections, those smaller errors could easily cost a county, the state or school

districts several thousands, or even millions, of dollars. Also, some of the

information needed to monitor county collections is not currently available to state

agencies. This includes county mills, county investment policies and methods of

distributing interest earnings, and delinquent/protested tax rates.

In summary, the auditing/monitoring recommendations are:

a. The Department of Revenue should monitor all state general fund revenue

sources that are collected by counties, including property taxes.

b. The agency responsible for administering the law(s) authorizing collection of an

earmarked revenue source should be the agency responsible for monitoring that

revenue source.

c. The "record for agency" used on the county collection report for a particular

revenue source should be consistently established as the agency that has

responsibility for monitoring that revenue.

d. A state policy should be adopted and distributed by the Department of

Administration in the Montana Operation Manual, Volume II, requiring that state

agencies monitor county collections of state revenues. The policy should set

forth the criteria for determining which agencies are responsible for monitoring

which revenue sources.

e. A dispute resolution process should be designed that avoids litigation between

the state and counties.

f. The Legislative Audit Division should perform an annual "central review," or

limited scope audit, of county revenue collections. At a minimum, the LAD audit

should include agreed upon procedures involving certain revenue sources such

as high dollar and new revenues, revenues difficult or impossible for agencies to

monitor at the state level, and revenues with complicated distribution

requirements.

Study of County Revenue Collection

After the first committee finished Its work and provided the recommendations above,

the Department of Revenue and the Legislative Audit Division formed a County

Revenue Collection (CRC) work team in early April of 1998 to explore the

simplification process in more detail. The purpose was to develop procedural and
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legislative recommendations that improve and simply the existing process for the

executive branch and local governments to consider. The CRC Team spent nine

months reviewing and analyzing the county collection process in detail. They
prepared a three-inch report and made 28 specific recommendations. A summary
of the CRC Team conclusion follows.

Our investigation over the past several months has given us a great

appreciation for county treasurers, the state treasurer and the work that they

perform. The county revenue collection process, as it exists, is very complex.

There are a significant number of revenues being collected, Involving a

substantial number of distributions mandated by complicated and ambiguous
statutory requirements. Over time, some parts of this process have not kept

pace with the technological advances available, resulting in several problems
which have made the existing county revenue collection process continually

more difficult to administer.

Throughout our report, we describe issues such as multiple hand-offs,

inconsistency, complexity, duplication of effort, inefficiency, lack of clarity and
lack of adequate checks and balances in the collection process. Many of the

recommendations we have made are merely cosmetic and would produce
efficiency and simplification. However to significantly improve the county

revenue collection process, three important areas of need must be
addressed: automation, adequate checks and balances, and simplification of

laws.

There are several statutes that have been in existence for many years, which

have become out-dated. These statutes and others have created

inefficiencies and complexities in the revenue collection process. A concerted

effort should be made on the part of everyone involved in the revenue
collection process to review and revise existing laws that complicate and
make the process inefficient.

Another step toward simplifying the county revenue collection process would
involve looking at each revenue source in further detail to determine which

revenues could be consolidated, eliminated or redistributed. Consolidating

certain revenues would reduce the number of allocations, increase credibility

and result in efficiencies. Some fees bhng in so little money that the cost of

the administration may outweigh the revenue generated. These fees are

prime candidates for elimination. Minimizing revenue splits between counties

and the state would reduce hand-offs and simplify distnbutions. The concept
of counties retaining all of the revenues for specific revenue sources and the

state retaining the revenues from others would eliminate the need for hand-
offs and considerably simplify the revenue collection process.
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Impact of Property Tax Legislation

In late August of 1998, the Department of Revenue established the Local

Governnnent Funding Visioning Group. The group expanded itself to include

schools. This group was comprised of representatives from the Montana

Association of Counties (MACo), Montana League of Cities and Towns, Montana

Department of Justice, Office of Public Instruction, county commissioners, city

managers, city mayors, city attorneys and school personnel.

The original purpose of this group was to find an appropriate way to deal with local

government and school budgets in light of potential tax changes (particularly in the

property area) that were being discussed and would have a profound revenue

impact on local government and schools. In the past when there were significant

reductions made in personal property tax, the state established a reimbursement

program that was fixed in time. In later sessions, the legislature began a ten-year

phase out of the reimbursement programs.

This group discussed the potential revenue reductions. They chose not to present a

short-term solution, but rather to address the challenge in a bigger way. They

requested the legislature provide a committee to address the relationship concerns

among Montana governments and provide a revenue system that is simple,

understandable, equitable, stable and adequate and a disthbution system that is

simple, efficient, accurate and timely. Specifically their vision statement read as

follows:

l/Ve are dedicated to a partnership among state, county, city and

school districts that is based on mutual trust and respect for local

authority. This partnership will enable all governments to respond to

the demands of their citizens in the 21^' century through a revenue

system that is simple, understandable, equitable, stable and adequate

and through a revenue collections and distribution system that is

simple, efficient, accurate and timely.

Significant tax cuts which impact school and local government revenues were

enacted during the 1999 Legislative Session. Local governments and schools had a

reduction in property taxes of $1 15.6 million over the biennium. Reductions in local

government and school property taxes are offset by state general fund

reimbursements provided for in SB184 and HB 260. Specifically SB184 and HB 260

provide approphations totaling $76 million for reimbursements to local governments

and schools for the 2001 biennium. This leaves $39.6 million to be recouped, wholly

or in part, through increases in mill levies. The net impact on local government will

depend on the extent to which this tax reduction is recouped through mill levy

increases.
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Proliferation of Property Tax Reimbursement Programs

Most bills introduced to change property taxes during the 1999 session contained a

reimbursement provision. There were eight major property tax reduction bills

passed. These were House Bills 128, 174, 479 and 669, and Senate Bills 111, 184,

200 and 487. There are two property tax reimbursement programs already in

existence from past sessions (referred to as House Bill 20 and Senate Bill 417
reimbursements). There existed the potential to have ten reimbursement programs
for local governments and schools.

Reimbursement programs have many drawbacks.

They are based on one point in time. When the circumstances of the taxing

jurisdiction change, the reimbursement program becomes outdated.

They are difficult to calculate. Each reimbursement program has some unique

requirements, which call for a separate calculation for each program.

They are very confusing and complicated for the local governments and schools

to administer when estimating the reimbursements for budget purposes,

determining mill levy limits and allocating the reimbursement to the correct taxing

jurisdiction.

The 1999 Legislature combined all the new reimbursement ideas into Senate Bill

184.
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FUNDING CHANGES

One of the most complicated and confusing aspects of Montana's state-local

intergovernmental relationship is the transfer of funds that currently exists between

these two levels of government. This web of fund transfers involves many revenue

sources, some of which require multiple transfers before their final use, multiple

allocations to various earmarked funds, and complicated distribution schemes based on

property tax mills levied by multiple jurisdictions. This complexity leads to inefficiencies

in government operations, erodes accountability in the system, and complicates

revenue forecasting.

At its October 1999 meeting the Local Government Funding and Structure Committee

identified the following three major goals to be accomplished during the course of its

deliberations:

GOAL 1: Simplify the billing, collection, accounting, distribution and reporting of all

local government revenues.

GOAL 2: De-earmark revenues and eliminate expenditure mandates for local

government.

GOAL 3: Create a rational, dependable, stable funding structure for counties and

municipalities.

To address these goals, the committee developed specific recommendations with

respect to changing the flow of funds between state and local governments. The goals

and objectives of the funding changes were to greatly simplify the flow of money used to

fund state and local governments, to add accountability to the system, and to provide for

no net gain or loss to either the state or to local governments or schools in this process.

Initial recommendations resulted in net revenue losses for some local governments, but

revenue gains for others. Any proposal that resulted in a net revenue gain for some
local governments would require additional state general fund spending to maintain

current revenue flows for all local governments. Because of this, the committee's final

recommendations were designed, in part, to ensure that the funding recommendations

resulted in no local governments having a funding increase. All local governments

would, instead, be made whole through a local government Entitlement Share payment

from the state general fund.

Funding Change Recommendations

The committee's funding change recommendations include the following major

components:
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Revenue Changes

1) All personal property tax reimbursements provided to local governments under

current law would be repealed (HB20, SB417, and SB184).

2) Regarding motor vehicles: All ad valorem and fee-related revenue from motor

vehicles, other than local option taxes and gross vehicle weight (GVW) fees,

would be deposited in the state general fund. This would include the district

court share (10%) of the fee in lieu of property tax, and vehicle fees levied for

district court purposes. In addition, the state would retain fees and taxes related

to interstate fleet (IRP) vehicles for deposit in the highway account. Currently,

these IRP vehicle fees are distributed to local governments.

3) All gaming revenue would be deposited in the state general fund.

4) The state would retain all revenue from corporation license taxes levied on

financial institutions.

5) Taylor Grazing funds would be retained by the state. The county will retain all

Fish Wildlife Service Refuge and Bankhead-Jones funds.

6) All alcohol-related revenues would be retained in full by the state.

Expenditure Changes

1

)

The state would assume funding responsibility for district courts, except for clerks

of district courts.

2) The state would assume full funding responsibility for welfare programs.

Table 3 shows the net impact, by broad governmental groupings, of the funding shifts

that would occur under the above set of recommendations. Funding shifts are

estimated for fiscal 2001, and reflect the assumption that the electorate will approve

HB540 relating to motor vehicle taxation in November 2000. The category "Federal

Payments" refers to the Taylor Grazing funds.

The above-recommended shifts in revenue to the state result in net losses of revenue to

all counties and municipalities. Local governments would be kept whole, however,

under an Entitlement Share program that provides for transfers of state general fund

revenue in the amount of the revenue reduction for each county and municipality. The

Entitlement Share program is discussed in detail in the Entitlement Share chapter of this

report.
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Revenue Impacts

Personal Properly Reimbursements

MV - District Court 10%

MV - All Other

Gaming Revenue

District Court Fees

Financial Institutions Tax

Federal Payments

Alcohol-Related Taxes

All Other Impacts

Total Revenue Impacts

Expenditure Impacts

State Funded Dislnct Courts

State Funded Welfare

Total Expenditure Impacts

Tables

Impacts of Proposed Funding Shifts FY2001

Impact On: |



The revenue of city and town governments is reduced a total of $44 million. Half of this

reduction is from gambling revenue, which is reduced by $21.3 million. Loss of motor

vehicle fees and taxes reduces revenue to municipalities $10.8 million. Reductions in

the areas of alcohol-related taxes, financial institutions taxes, personal property

reimbursements and other minor impacts account for the remaining $11.9 million

reduction in revenues.

Tax increment financing districts lose personal property tax reimbursement funds

totaling $4.8 million.

Revenues to fund schools is reduced a total of $65 million. Of this amount, loss of

personal property reimbursements accounts for $32.6 million, while loss of motor

vehicle revenue accounts for $28 million. Other changes reduce revenue to schools a

total of $4.4 million.

Under recommendations developed by the Court Funding and Structure Committee, the

state is to assume responsibility for funding district courts, except for clerks of district

court. This is expected to increase state expenditures by $20.9 million per year.

However, the state will receive $6.2 million in revenue from motor vehicles that currently

goes to a state special revenue fund, which is then distributed back to district courts,

and approximately $1.9 million in fees related to district court funding. This results in a

net new state general fund expenditure requirement of $12.8 million for current level

district court services. Similarly, county governments are relieved of a $20.9 million

responsibility to fund the courts, but no longer will receive the above revenue sources

for a net financial gain of $1 2.8 million.

The net impact of the proposal is an overall increase in revenue of $900,000. This

increase is due to streamlining the vehicle registration and title fees.

Table 4 shows the total increase in revenue to state government, by detailed revenue

source.
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Table 5 shows the revenue impacts of the base proposal on county governments, while

Table 5

Impacts on County Government (Excluding TIFs) - FY2001

County

Name



Table 6 shows these impacts for municipalities.



Table 5 shows the net impact on counties, including the impact to countywide school

transportation and retirement accounts. The committee recommends replacing revenue

for these latter two accounts by a payment to each county for these accounts. County

governments would receive an entitlement share payment equal to the amount shown in

the middle column labeled "Total County Government", or $35.2 million.

Summary

This chapter provides a summary of the impacts on state government, local

governments and schools of proposed changes in the flows of several different revenue

sources. These changes are proposed to greatly simplify the flow of money used to

fund state government, local governments and schools, to add accountability to the

system, and to provide for no net gain or loss to local governments or schools in the

process.

The recommendations redirect the flow of many revenue sources to the state general

fund, resulting in a net reduction in revenue for all counties and cities and towns. This

increase in revenue to the state general fund can then be used to transfer funds to local

governments through an annual entitlement share program in a manner that keeps all

local government units whole at their current funding levels.

The net impact of the proposal is an overall increase in revenue of $900,000. This

increase is due to streamlining the vehicle registration and title fees. This results in a net

increase in total revenues of $900,000 million, all of which would accrue to the state

general fund.
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ENTITLEMENT SHARE

Without replacement revenue, the Local Government Funding and Structure

Committee's recommendations for simplifying revenue collections and distributions

result in a shift in revenue to the state and a net loss of revenue to all counties and

municipalities. Local governments w\\\ be kept whole, however, through transfers of

state general fund revenue under an Entitlement Share program.

The committee recommends retaining a number of local revenue sources at the

state and replacing the revenue with a single Entitlement Share payment to each
local government. In the first year of the program, the Entitlement Share payments
are to approximate the proposed shift of revenue to the state. In following years, the

Entitlement Share will grow according to a measure of economic conditions in the

state.

Entitlement Share Growth Rate

The committee wanted the Entitlement Share growth to reflect current economic
conditions in the state and state government's revenue capacity. Therefore, it set

the growth rate indices for the Entitlement Share pool at 70% of the five-year

average of the state gross domestic product and personal income for the latest

years available for each. Then due to the timing of numbers being available to

calculate the growth factor and the need to budget a specific general fund amount,

there is a lag time between the measurement of the growth rate and it's application.

For example, the growth rate for fiscal 2002 is the number available for fiscal 1999.

The growth rate for fiscal 2003 is the number available at the end of fiscal 2000.

Economic Growth Indicators

There are two readily available measures of the state economy, gross state product

and state personal income. The Bureau of Economic Analysis (BEA) of the US
Department of Commerce publishes both.

Gross state product measures the value of goods and services produced in the

state, in the current year. Personal income measures the income received by

people in the state. Gross state product includes the value of goods produced in the

state, even when the income from that production goes to someone outside the

state. Personal income may include income from production occurring outside the

state or income that is not related to current production, such as pensions and
agricultural price support payments.

These differences are small relative to total state income. The two measures
generally move together. Personal income is more volatile than gross state product,

with larger changes in its annual growth rate. Personal income is a slightly better

31



indicator of state income tax revenues, because it measures income received in

Montana. Gross state product is a slightly better indicator of revenue state

government receives from other sources, because it measures the value of

production in the state.

Link of Growth Rate to State Government's Revenue Capacity

Both personal income and gross state product track short-run movements of the

economy. They grow slower and may decrease during recessions. They grow
faster during the boom phases of business cycles. If the growth rate of the

Entitlement Share is set equal to the latest year's growth rate in one of the economic
indicators, the Entitlement Share will track short-run movements of the state

economy and state government's ability to raise revenue. When the state economy
grows both the state general fund and the Entitlement Share would grow with it.

When the state economy suffers a downturn, both the state general fund and the

Entitlement Share would decrease.

Averaging the growth rate of an economic indicator over several years removes the

influence of the short-term business cycle and reflects the long-run growth trend of

the economy. Business cycles average about four years in length, and most of the

influence of the business cycle can be removed by taking the average growth rate

over five years.

Using 70% of the average growth rate of both economic indicators over the last five

years ties growth of the Entitlement Share to the long-run growth of the state

economy and state government's revenue capacity and insulates it from effects of

the business cycle. The state general fund will absorb the effects of short-run

economic fluctuations. In years when the state economy grows faster than its trend,

the state general fund would keep the excess. In years when the state economy
grows slower than its trend, state general fund spending will absorb the shortfall.
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Table 7 shows single-year and five-year average growth rates for gross state

product and personal income for the period 1987 through 1997.



Short-Term Entitlement Share Allocation Method

The committee determined a short-term method to allocate the Entitlement Share

among local governments. In the first year, each local government's base

component is approximately equal to the revenue that the government unit v^/ouid

have received prior to simplifying the revenue distributions and to changing

expenditure requirements. After the first year, grov^h in the Entitlement Share is

allocated to each county and city for inflation. If there is additional revenue

available, it is allocated among the counties and cities based on population.

Under the allocation method, a jurisdiction's share of the entitlement pool grows over

time if its baseline share of the pool is significantly less than its share of state

population. There are three steps in the allocation process.

The first step is to calculate each county and city's new entitlement share base

component by adjusting its previous entitlement for inflation.

The second step is to add all of the new base components together and compare

the total to the new Entitlement Share pool.

If the new Entitlement Share pool is greater than the sum of the new base

components, the third step is to allocate the difference to jurisdictions in proportion

to their population.

If the new Entitlement Share pool is less than the sum of the new base components,

each jurisdiction receives the same share of the pool, as it did the previous year.

This allocation method is illustrated in the following example, with two hypothetical

jurisdictions, A and B. A's population is 2,000 and B's is 3,000.

Step 1: Last year, each jurisdiction had an entitlement of $1,000. Inflation was 1%,

so both the base components are increased to $1 ,010.

Step 2: Economic growth was 5%, so the Entitlement Share pool grows from $2,000

to $2,100. The sum of the new base components is $2,020. This leaves

$80 to allocate to the two jurisdictions' growth components.

Step 3: A has 40% of the total population and B has 60%. As growth component is

40% of $80, or $32. B's growth component is 60% of $80, or $48.

The new A entitlement is $1 ,042 and the new B entitlement is $1 ,058.
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SCHOOL FUNDING CHANGES

The school funding changes $65 million for school block grants, $13 million for

countywide elementary and high school retirement funds, and $2.3 million for the

countywide transportation fund. The first section of this chapter explains the block

grant program that will be administered by the Office of Public Instruction (OPI) for

the 2003 biennium. The second and third sections explain the payments that will be

made to counties for the countywide transportation fund and the countywide

retirement funds.

School District Block Grants

The committee recommends retaining six local revenue sources at the state and
replacing them with a single reimbursement payment to each school district. The six

local revenue sources are vehicle taxes and fees, corporate license taxes paid by

financial institutions, aeronautics fees, Department of Natural Resources and
Conservation Payment in Lieu of Taxes (DNRC-PILT), Fish, Wildlife and Parks

Payment in Lieu of Taxes (FWP-PILT), and property tax reimbursements (HB20,

SB417, andSB184).

Representatives from education associations testified that the Office of Public

Instruction, along with members of the Education Forum, is sponsoring legislation in

2001 for an interim study of the school funding and equalization formula. Therefore,

it is not appropriate to make drastic changes in the existing funding formula. Based
upon this testimony, the committee decided to establish a block grant

reimbursement which sunsets at the end of fiscal year 2003.

The amount of the block grant for each school district will be based on the revenue

received by each district in fiscal year 2001 from vehicle taxes and fees, corporate

license taxes paid by financial institutions, aeronautics fees, DNRC-PILT, FWP-
PILT, and property tax reimbursements (HB20, SB417, and SB184). With the

exception of vehicle taxes and fees, a school district will use the amount actually

received from these sources in fiscal year 2001 in its estimate of the block grant for

fiscal year 2002. For vehicle taxes and fees, a school district will use 93.4% of the

amount actually received in fiscal year 2001 in its estimate of the block grant for

fiscal year 2002. (The estimate for vehicle taxes and fees assumes passage of HB
540.) The electronic reporting system (MAEFAIRS), which is used by OPI and
school districts, will allow for the automatic calculation of the block grant and will

"pre-fill" the block grant amount into the distnct's fiscal year 2002 budget as an

anticipated revenue source. The same block grant amount will be anticipated by

and distributed to schools in fiscal year 2003.

The committee did not build in a growth factor for the block grants because the block

grant system is a temporary funding structure. The committee recommends that

schools receive the same amount in each of fiscal years 2002 and 2003. The
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amount appropriated to the Office of Public Instruction for the school block grants is

based on the Local Government Funding and Structure Committee's best estimate

of the revenues that school will receive in fiscal year 2001 from corporate license

taxes paid by financial institutions, aeronautics fees, DNRC-PILT, FWP-PILT, and

property tax reimbursements (HB20, SB417, and SB184), and motor vehicles fees

and taxes based on HB540 passing.

The 2001 legislature will appropriate a block grant amount to OPI for distribution to

schools in fiscal year 2002 and fiscal year 2003. If the block grant appropriation is

more or less than the total amount received by schools from the revenue sources,

OPI will pro-rate the amount appropriated across the total block grants for which

schools are eligible based on the fiscal year 2001 revenue amounts.

The block grant payments will be distributed to schools by OPI in November and

May on the same schedule as the guaranteed tax base aid.

Countywide Retirement

There are two countywide retirement mill levies. One is for elementary schools and

the other is for high schools. The state will pay counties to replace the estimated

revenue change based on fiscal year 2001 revenue estimates adjusted for HB540
being in effect a full year minus the reimbursement reductions that would have

occurred for HB20 and SB417. This is a decrease of $2,645,275 each year to reflect

the 10% a year reduction in the two reimbursement programs. This is the amount of

property tax that taxpayers would have paid under current law to replace the

reimbursement revenue loss.

A few counties did not have enough retirement replacement funds to decrease for

the property tax reductions in HB20 and SB417. In these cases, the remaining

funds were removed from the countywide transportation fund. In fiscal year 2002,

this was 515,193 for Fallon County. In fiscal year 2003, this totaled $39,585: Fallon

County - 530,387; Powder River County - 52,228; and Wibaux County - 56,970.

Table 8 shows the countywide retirement payments by county for fiscal years 2002

and 2003.
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Countywide Transportation

The state will pay counties to replace the estimated revenue change based on fiscal

year 2001 revenue estimates adjusted for HB540 being in effect a full year. This

payment will be a dollar amount per county as shown in Table 9. The counties with

an asterisk are adjusted for HB20 and SB417 reductions when there were

insufficient replacement funds for the countywide retirement fund.



STREAMLINING FEES AND STATE AGENCY CHANGES

The Local Government Funding and Structure Committee's recommendations with

respect to changing the flow of funds between state and local governments has

many significant implications for state government agencies. Many agencies

currently administer programs that depend on earmarked funds from many of the

revenue sources changed by the committee. Many of the changes are due to the

recommendation whereby most motor vehicle revenue and most district court

revenue will be deposited in the state general fund, but other changes also impact

state agencies significantly.

This chapter of the report provides the details of the impacts that occur to state

agencies. Separate sections are provided to summahze the streamlining of motor

vehicle fees and district court revenue impact on each state agency.

Streamlining Motor Vehicle Fees

Currently, there are many different motor vehicle fees used to fund a wide variety of

state and local government programs. Most of these fees require collection at the

county level with subsequent redistribution to state and county programs. In some
cases, fees and taxes levied on motor vehicles and trailers require a complex and
confusing distribution based on state and local mill levies. In addition to the basic

fee in lieu of property tax, there are at least seven additional fees levied on motor

vehicles at the time of registration, with the revenue from these individual fees

earmarked for several different state programs.

The complexity in levying and distributing current law motor vehicle fees erodes

accountability in the revenue system, and greatly complicates property tax revenue

forecasting.

Part of the funding shifts recommended by the Local Government Funding and
Structure Committee is to have all revenue from "motor vehicle" fees, except Gross
Vehicle Weight (GVW) fees, and taxes deposited with the state. This would greatly

simplify the distribution and allocation of revenues from these fees. In addition, the

committee recommends that the complex web of several different fees paid at

registration be combined into single flat fees, and also recommends that the number
of flat fees applying to motor vehicles and trailers be kept to a minimum.

Current Law Vehicle Fees

This chapter provides a summary of the committee recommendations designed to

simplify the number of vehicle fees, and flow and distribution of revenue from vehicle

fees.
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Table 10 shows the current law registration, titling and other fees paid by various

types of light cars and trucks, and trailers. As that table shows, there are numerous

fees applied to many different types of vehicles and trailers under current law.

Revenue from different fees are earmarked and allocated to a variety of state and

local government programs. Some of these programs include the junk vehicle

program administered by the Department of Environmental Quality; the weed control

program administered by the Department of Agriculture; a program for updating

county computer systems; a motorcycle safety program administered by MSU-
Northern; and a program for maintenance of state parks administered by the

Department of Fish, Wildlife, and Parks.

Under the committee recommendations all revenue from motor vehicle fees would

be deposited in the state general fund or agency fund. However, these agency

programs would continue to receive funding based on Department of Justice counts

of various vehicle types and the current law fee applied to fund each program.

Table 10

Registration, License, Titling, New Plates,

and Lien Filing Vehicle Fees



Committee-Recommended Vehicle Fees

The committee recommends the following changes in registration, titling, and

specialized license plate fees (including intrastate and interstate fleet vehicles):

• The number of registration fees drops from 15 different fees to 4 flat fees: $18

for road vehicles; $12 for all types of trailers; $10 for pioneer/vintage vehicles;

and $6 for off-road recreational vehicles.

• Titling fees go from 2 fees ($6.50 and $5) to one flat fee of $6.

• Specialized license plate fees go from 6 fees to 2 flat fees. The 2 flat fees are

$10 for vintage, HAM, and Veteran plates and $20 for collegiate and

personalized plates.

Table 11 shows the current law and committee recommended registration and

licensing fees, and specialized license plate vehicle fees, for each vehicle type.



Distribution of Revenue - Current Law

Under current law, motor vehicle registration, titling, specialized license plate, and
other fees are distributed to local governments, state special revenue accounts, and
the state general fund as shown in Table 12.



Distribution of Revenue - Committee Recommendations

The committee recommends that all motor vehicle fees, except interstate fleet

vehicle fees and $4.50 of the registration fee on intrastate fleet vehicles, be

distributed to the state general fund or agency fund.

Currently, interstate fleet vehicle fees are collected by the Department of

Transportation and are deposited with the state treasurer who then distributes the

revenue to the local governments. The committee recommends that the Department

of Transportation retain all interstate fleet vehicle fees currently distributed to local

governments to offset, in part, the department's loss of revenue from committee

recommendations shifting revenue from the new car sales tax to the state general

fund. The Department of Transportation would continue to retain $4.50 of each

registration fee paid by intrastate vehicles.

Continued Funding for Current Law Earmarked Accounts

As discussed earlier, many of the fees shown in Table 10 are earmarked to provide

funding for various state agency programs as shown in Table 12. Under the

committees' recommendations, these agency programs would no longer receive

these earmarked funds, as all motor vehicle fees would be deposited in the state

general fund except for the university collegiate plate revenues, which would be

deposited in a agency fund.

To maintain funding for these programs, the committee recommends that each

earmarked fund be replaced with a statutory general fund appropriation. The
amount of the appropriation would be based on annual counts of various vehicle

types provided by the Motor Vehicle Division of the Department of Justice. These
vehicle counts, multiplied by the current law earmarked fee amount, would provide

the basis for the amount of the appropriation provided.

Under current law, the Department of Fish, Wildlife, and Parks receives 20% of the

fees in lieu of tax collected on watercraft. This allocation is scheduled to sunset July

1, 2002. The committee recommends that this sunset date be moved to June 30,

2001 , with the revenue deposited in the state general fund after that date.
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streamlining District Court Fees

The following list is a summary of fees collected by the clerk of district court:

Actions Commenced Judgments/Transcripts/Confessions

Adoptions Marriages

Appearances Notarization (Oath & Jurat)

Authentifications/Exemplifications Parenting Plan (Contesting Action)

Certifications

Probates/Guardianships/Conservatorships

Copies Process Servers

Dissolution/Legal Separation Searches

Executions/Orders of Sale Substitution of Judge

Foreign Judgments Transfers

Foreign Probates Transchpt of Judgment

Interveners

The fees listed above can consist of three separate components: filing fees, court

reporter fees, and user surcharge fees. For example, an action-commenced fee is

$115, of which $90 is for a filing fee, $20 is for a court reporter fee. and $5 is for a

user surcharge fee.

Distribution of Revenue - Current Law

Table 13 on the next page shows the current law distributions of the fees collected

by the district courts. Under current law there are eight accounts that receive

revenue from fees collected by the district courts. They are the district court fund,

county general fund, state general fund, and five state special revenue accounts.

The five state special revenue accounts are the child abuse/neglect, civil legal

assistance, assault intervention/treatment, adoption service, and court information

technology accounts.
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Program Impact bv Revenue Distribution Change

The state special revenue accounts used for state programs (adoption service, child

abuse/neglect, civil legal assistance, and assault intervention/treatment), local

government district court accounts, and county general funds will no longer have

earmarked district court fees as a revenue source. However, each of the state

special revenue accounts will have a general fund statutory appropriation to replace

the revenue.

State Agency Changes

Table 14 shows the impacts on state government agencies, except for district courts,

from the proposed funding shifts.

Table 14

Impacts of Funding Shifts on State Agencies

State General Fund Appropriation Required



fund; but recoups $4.2 million of this by retaining all fees and taxes associated with

fleet (IRP) vehicles.

Under the proposal all district court fees would be deposited in the state general

fund. The Department of Public Health and Human Services (DPHHS) would lose

revenue from certain court fees currently allocated to the Montana Adoption Act

Program, the Adult Intervention and Treatment Program, and the Children's Trust

Fund Account, for use in treating child abuse and neglect. DPHHS also loses nearly

$14 million in revenue from property taxes currently levied for county welfare

programs, under the proposal that the state provide general funding of welfare

programs statewide.

Table 14 also shows that a state general fund appropriation is recommended by the

committee to maintain current funding levels for these programs. The total amount
of state general fund appropriation required to maintain current agency budgets

based on committee recommendations to date is $21 million. This appropriation is

included in the bottom line general fund impacts shown earlier in Table 3.

Other State Agency Impacts

There are three other changes impacting funding of state agencies. Two of these

changes relate to revenue allocations that are scheduled to sunset under current law

and the third relates to district court changes.

First, currently 20% of fees in lieu of tax on certain boats is allocated to the

Department of Fish, Wildlife and Parks for improvement of boating facilities and to

help cover the cost of the Boating Advisory Council. Under current law, this

allocation, which totaled $285,500 in fiscal 2000, is scheduled to sunset June 30,

2002. The committee has recommended that this surcharge sunset on June 30,

2001.

Second, currently $1 of the sales tax, approximately $30,000 a year, on each new
car is deposited into an account to the credit of the Department of Commerce for

administration of the "lemon laws" of the state. This is slated to sunset December
31, 2000 if HB540 is approved by the electorate this November. Under the

committee assumption that HB540 will pass, this fee would sunset under existing

law. Under committee recommendations, all of the revenue from the new car sales

tax is to be deposited in the state general fund.

The above narrative does not address transferring district court costs to the Montana

Supreme Court, as the district court change is more than just a funding change.

However, in this analysis the financial impacts are accounted for. The fiscal 2001

cost to fully fund district courts is $20.8 million. Of this amount, county governments

net financial responsibilities are reduced $12.7 million. About $6.2 million of motor

vehicle funds come to the state under current law and are distributed back to county
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government for district courts; the state will retained these funds. Finally, $1.9

million in district court fees, fines, and forfeitures would be deposited in the state

general fund.

Department of Fish. Wildlife and Parks (FWP)

Under current law, FWP receives revenue from several different earmarked sources

related to motor vehicles. These sources are shown in Table 15.



the county's general fund. The total amount distributed to counties over the past two

years has been about $300,000. It is recommended that the state retain these funds

by having FWP deposit them directly to the general fund.

Department of Agriculture

Under current law, light cars and trucks, heavy trucks, motor homes, and

motorcycles and quadricycles all pay a fee of $1.50 at the time of registration with

the revenue earmarked to provide funding for the weed control program in the

Department of Agriculture. Off-highway vehicles pay a fee of $1 .00 for this program.

The weed fees are estimated to total $1,319,670 in fiscal 2001.

Under the committee's recommendations, all motor vehicle fees would be deposited

in the state general fund. To ensure continued viability of the weed control program,

the committee recommended that the Department of Agriculture be provided with a

statutory state general fund appropriation based on an established base year

amount that would increase by 1 .5% each year.

Department of Environmental Quality

Under current law, light cars and trucks, heavy trucks, and motor homes all pay a

fee of $0.50 at the time of registration with the revenue earmarked to provide funding

for the junk vehicle program administered by the Department of Environmental

Quality. In addition, light cars and trucks pay a fee of $1.50 for this program at the

time they are titled.

Under the committee's recommendations, all motor vehicle fees would be deposited

in the state general fund. To ensure continued viability of the junk vehicle program,

the committee recommends that the Department of Environmental Quality be

provided with a statutory state general fund appropriation based on an established

base year amount that would increase by 1 .5% each year.

In fiscal 1999, revenue from the junk vehicle fee applied to vehicle registrations

totaled $396,262; the revenue from the fee applied to titles totaled $290,793. Total

revenue was $687,055.

Department of Military Affairs

Under current law there is a $10 fee applied to the issuance of an original or renewal

of a veteran/purple heart license plate. The renewal fee (and $6 of the original

issuance fee) is earmarked for deposit in the state veteran's cemetery state special

revenue account. In fiscal 1 999, revenue to this account totaled $1 1 1 ,968.
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Under the committee's recommendations, all of this revenue would be deposited in

the state general fund. To maintain current level funding for the state veteran's

cemetery program, the committee recommends that the account be provided with a

statutory state general fund appropriation each year based on an established base

year amount that would increase by 1 .5% each year.

Department of Transportation

Under current law, revenue from the sales tax on new cars is distributed 5% to the

counties for the costs associated with collection of the tax, and 95% to the DOT for

deposit in the state highway account.

Also under current law, the registration fees and the flat fees in lieu of property taxes

paid by large trucks operating in interstate commerce (IRP vehicles) are collected by

DOT, for subsequent disthbution to local governments.

The committee has recommended that all of the revenue from the new car sales tax

be deposited in the state general fund. The committee has assumed that HB540,
which will change the current law taxes on light cars and trucks from 1.4% of

depreciated MSRP to a flat fee system, will be approved by the electorate in

November of 2000. Passage of HB540 will reduce revenue from new cars to $7.8

million.

To replace this revenue, the committee recommends that DOT be allowed to retain

the registration and fees in lieu of tax levied on IRP vehicles. These fees combined
total approximately $4.2 million. The committee also recommends that the balance

of $3.6 million be provided to DOT through a state statutory general fund

appropriation.

Commissioner of Higher Education

Under current law, a $5.00 fee levied on motorcycles and quadricycles at the time of

registration is earmarked for a motorcycle safety program administered at MSU-
Northern. In addition, $20 of the $22.50 fee for issuance of an ohginal collegiate

license plate, and the entire $20 fee for renewals of collegiate license plates is

deposited to the credit of a higher education scholarship fund or foundation.

Under the committee recommendations, all of the revenue from these fees would be

deposited to the state general fund or for the collegiate plates to an agency fund. To
keep the motorcycle safety program funded, and to continue funding for the higher

education scholarship and foundation programs, the committee recommends that

each year the Office of Higher Education be provided with a statutory state general

fund appropriation based on an established base year amount that would increase

by 1.5% each year to maintain funding for the motorcycle safety program. They
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would also receive funding for the collegiate license plates issued to maintain the

scholarship programs. This revenue would be in the agency fund.

The committee recommended changes to many revenue sources identified as being

"non-levy revenues". These sources-including natural resource revenues, the basic

fee in lieu of property tax on motor vehicles, and the tax on financial institutions-are

distributed on the basis of relative mill levies, including the 6-mill levy for the

university system. The committee recommends these non-levy revenue sources be

retained by the state and deposited in the state general fund. This results in

reduced allocations of non-levy revenue to the university 6-mill account. Allocations

to this account under these recommendations are anticipated to decrease by

$194,088 based on fiscal year 1999 data. The committee has made no

recommendations to replace this revenue other than through the normal

appropriation program.

Department of Administration/PERD

Under current law, $0.25 of the $5.25 registration fee paid by light cars and trucks;

heavy trucks; motor homes; motorcycles and quadricycles; and trailers, semitrailers,

and travel trailers is earmarked for deposit in the highway patrol retirement account

administered by the Public Employees Retirement Division. Revenue from this

source totaled $268,890 in fiscal 1999.

Under the committee's recommendations, this revenue would be deposited in the

state general fund. To maintain current level funding for the highway patrol

retirement account, the committee recommends that the account be provided with a

statutory state general fund appropriation each year in an amount equal to what the

program would receive under current law.

Under current law, there is a general fund appropriation of $48,000 for the

Department of Administration to pay up to $40 per headstone in the veteran's

headstone program. This general fund appropriation is used to offset credits taken

by the county on the county collection report for costs the county paid for the

headstone program above $30. The committee recommends the Department of

Administration no longer pay part of the cost of the headstone program, which would

eliminate the general fund appropriation of $48,000. Under this recommendation the

statute revision would state that $70 from the county budget be used to insure that

the family does not have to make up the difference.

Department of Public Health and Human Services

Under current law, $70 of the $75 petition for adoption fee is earmarked for deposit

in a state special revenue account to the credit of the "Montana Adoption Act

Program". The current law fee for dissolution of marriage is $150. Of this amount,
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$5 is earmarked for deposit in the Child Abuse and Neglect Program account, and

$30 is earmarked for deposit in the Adult Intervention and Treatment Program

account. All of the above programs are administered by DPHHS.

Under committee recommendations, all of the revenue from the petition for adoption

fee and the dissolution of marriage fee would be deposited in the state general fund

to help pay for the state's assuming all district court costs.

To maintain current level funding for these programs, the committee has

recommended that DPHHS receive a statutory general fund appropriation for the

Montana Adoption Act. The department and the committee agreed that a general

fund appropriation through the normal budget process would be requested by the

DPHHS for the Adult Intervention and Treatment programs and the Child/Abuse and

Neglect program.

DPHHS also receives about $14 million annually from the counties where the state

has assumed responsibility for the welfare program. Under the committee's

recommendations, the state will assume full responsibility for funding welfare

programs, with the funding provided through the state general fund.

Department of Corrections

The Department of Corrections receives a nominal amount of revenue from a

"manufacturing fee" placed on new collegiate license plates. In fiscal 1999, this

amount was $7,655. These fees will now be deposited in the state general fund,

and the Department of Corrections will ask for additional general funding in a like

amount.

Department of Natural Resources and Conservation

Payments in lieu of taxes (PILTS) are made by the state to the counties instead of

paying property taxes on state owned land and parks. Payments are made to

counties that have state lands in excess of 6% of the total land area of the county,

and from which the state derives grazing, agricultural, or forest income. The money
is distributed 60% to elementary school districts based on each district's relative

share of land, and 40% to the county road fund. The total amount distributed to local

governments is about $560,000 annually.

PILT payments have been used in part to fund school districts prior to development

of the guaranteed tax base payment program currently used to equalize funding of

schools. Further, the state has assumed responsibility for maintaining many of the

roads and highways previously maintained by local governments. For these

reasons, and for simplification, it is recommended that these funds be retained by

the state.
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state Revenue Collection Changes

There are four state taxes/fees that are collected by the county which are

recommended to be collected directly by the state through the Department of

Revenue centralized revenue and debt collection process. These revenues are the

state Inheritance and escheated estate tax, the hail insurance premium, the livestock

per capita fee, and the forester's fire protection fee.

Inheritance Tax/Escheated Estates

An inheritance tax is levied on property received from an ancestor or other persons

by legal succession or will. Escheated estates are created when an individual

leaves an estate with no heirs or claimants. The assets from the settlement of the

estate are placed in a trust fund for five years. If no claims are made on the estate

after five years, the assets are sold and the funds are deposited into the public

school expendable trust fund. As a service to the taxpayer, the county treasurer

collects some of this revenue at the county level and transfers it to the state. As of

July 1 , 2001 , the Department of Revenue will have the system to collect these state

taxes at either the county or the state level.

State Fees on the Property Tax Bill

There are three state fees on the property tax bill. These are the livestock per capita

fees, the hail insurance premium, and the forester's fire protection fee. The
committee recommends that the state collect this state revenue. This can be done

through the Department of Revenue centralized collection service. The department

will bill these customers directly and the payments can be made at either the

Department of Revenue county office or Helena. Under the process established for

the state centralization of collection services, the Department of Revenue has the

authority to levy liens on overdue payments. This is an important feature of the

centralized collection process because when these fees were on the property tax

bill, there was a lien when the bills were not paid. The state agencies participating in

this change were concerned that the ability to file liens and eventually collect the

revenue due would continue.

The Department of Revenue charges for the collection services. In the 2003

biennium, the Department of Livestock and Agriculture collection fees will be equal

to their current costs. For the Department of Natural Resources (DNRC) there will

be an administrative fee beginning July 1 , 2003. This is a new cost since DNRC has

not been paying for collection services. The fee charged is to cover the cost of

providing the service. By the Department of Revenue combining the billing for these

three fees, there will be economies of scale once the initial system is established.
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DISTRICT COURT REVENUE AND COST CHANGES

Under recommendations developed by the Court Funding and Structure Committee,

the state is to assume responsibility for funding district courts, except for clerks of

court. This is expected to increase state expenditures by $20.9 million per year

based on fiscal 1991 costs. However, the state will receive $6.2 million in revenue

from motor vehicles that currently goes to district courts, and approximately $1.9

million in fees related to district court funding. This results in a net new state general

fund expenditure requirement of $12.8 million. Similarly, county governments are

relieved of a $20.9 million of expenditure responsibility for the district courts, but no

longer will receive the above revenue sources of $8.1 million. The result is that

counties will have revenue of $12.8 million available for programs to support

programs other than the district courts.

This chapter will explain how the district court costs were determined by the Court

Funding and Structure Committee.

District Court Expenditures

To determine the expenditures which need to be funded by the state, a fiscal 1999
district court expenditure survey was done. Of the total expenditure of $25,935,624
reported in the survey, $640,640 was spent on expenses that would not be paid or

reimbursed if the state assumes all district court funding. These expenses include

fixed charges of $256,796, debt service of $75,234, grants and contributions of

$128,194, other objects of $48,594, and capital outlay of $131,822.

Of the remaining expenses, which will be state funded, there are three main

categories. The main categories are personal services, purchased services, and
supplies and equipment. Table 16 shows the percent of the budget related to these

three categories and includes the items mentioned above that the state would not

fund.



From the survey, it was reported that $16,059,357, or 68.43%, was the expense
from personal services. Personal services includes salary and wages, benefits,

overtime, and other expense for personal services.

Another expense category reported on the survey that the state would assume is

purchased services. Purchased sen/ices include, predominantly, professional

services. It also includes amounts for training, travel, and utilities. Purchased

services account for $6,311,648 of the reported expense, or 26.90% of the total

reported amount.

The survey also included information on supplies and equipment, which includes

office supplies, operating supplies, repair and maintenance expenses, and
equipment. The survey indicated that $453,205 was spent on this category and that

represents 1.93% of the reported total. The remaining percentage is due to the non-

reimbursed items mentioned in the first paragraph.

The percentages in Table 16 are applied to the fiscal 1998 BARS information. Table

17 illustrates the base budget amounts that will be allotted to each of the three main

categories. For district courts, the base expenditure level for state funding is

$24,898,383. This is total fiscal 1998 expenditures less non-reimbursables and
grants. Grants received by the district court can be added by budget amendment
and are, therefore, removed from the expenditure base. The two known grants are a

Yellowstone County grant to the Youth Services Center of $833,597, and a Crime

Control grant of $21 9,456.



Clerk of the District Court

The Court Funding and Structure Committee decided that the clerks of the district

court and staff would remain as county employees. Based on the fiscal 1999
information returned in the survey, the clerks of the district court office expenditures

were $5,331 ,746. These costs need to be removed from the base district court cost,

as they will not be assumed by the state. Thus, the cost of $18.9 million as shown in

Table 18 is the fiscal 1998 district court costs base that would transfer to the state.



Transition Adjustment

A recommendation of the committee was that a transition amount of 5% of the

personal sen/ice amount be allowed for the fiscal year beginning July 1, 2002. As
reported to the committee in the Transition Issues report at the April meeting, "No

employee would lose salary as a result of the change to state employment. New
salary levels would be effective after completion of the classification and pay plan

work. Employees being paid below the proper classification in the pay plan would

receive an increase (and a contingency fund should be included in an appropriation

for this purpose). Employees being paid above the proper classification would

continue to receive their current pay until legislatively enacted pay raises exceed

their current pay. At that point, these employees would begin receiving legislatively

appropriated pay increases." The transition amount will be used to ensure that there

are sufficient funds available to place the employees of the district court operations

in the correct state pay band. The 5% transition amount of $693,848 for personal

services is for fiscal 2003 only.

At the April meeting the committee recommended that 5% of the total budget would

be added for equipment in the 2003 biennium. The allowance of $1,062,645 for

fiscal 2002 and $1,094,210 for fiscal 2003 is to ensure that sufficient funds are

available for offices to purchase necessary equipment to operate efficiently. The
transition amount for equipment is for both years of the 2003 biennium.

New District Judge Staff Expenses

The passage of SB273 created a new 22"*^ Judicial District. SB273 also added new
judges in the 1

1"" and 20'^ Judicial Districts.

Based on information provided by the Supreme Court Administrator, an additional

$213,000 will be needed to staff and supply the three new district court judges in

fiscal 2001. This amount includes the salary for three court reporters, three

secretahes, office supplies and legal subscriptions that, under current disthct court

funding, is paid by local governments. Based on the state pay plan as outlined

above and the VVEFA estimated price index of non-compensation items, the

estimated costs that would be paid by the state would be $218,670 in fiscal 2002,

and $224,445 in fiscal 2003. The staff and expenses are shown in the following

table.
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Revenue

If the state assumes all district court operations, some of these revenues v\/ould be

remitted to the state to offset the expense incurred by the state. Among those that

would be remitted to the state would be district court fees of $1,706,941. District

court fees include filing fees for the transactions that occur within the clerk of the

court offices. Miscellaneous revenue includes portions of airplane registration fees,

corporate license taxes, miscellaneous grants, contributions, and other revenues. It

is estimated that the state would retain $200,000 of these revenues for use in

funding disthct court operations. In total, the state would receive $1,906,941 from

these revenue sources. Since the majority of this income is derived from fees that

are fixed in law, there is no growth adjustment made for the 2003 biennium.

Under HB540, there is $6.2 million of vehicle fees which are used for district court

expenditures. These vehicle fees are transferred to the Judiciary Branch and then

used to fund district court expenditures. Under the proposed change, these funds

will be deposited into the state general fund and used to fund the states assumed
cost of district courts.

Summary

The committee decided to transfer district courts, except the clerk of district court, to

the state judiciary branch of government. The counties have stated that they will

provide office space for the district courts at no cost. Three additional budget items

are recommended and they include a 5% salary pool to bring all employees up to

appropriate pay levels; a 5% equipment budget so that adequate equipment can be

provided to the court system; and additional administrative personnel to do the

personnel and financial processing. The state general fund cost will be $23,130,647

in fiscal 2002, and $24,447,634 in fiscal 2003. The funding transfers being proposed

by the Local Government Structure and Funding Committee will offset all of this cost,

except the additional items. Thus, the net cost to the state general fund is

$1,659,083 for fiscal 2002, and $2,338,996 for fiscal 2003, for a biennial cost of

$3,998,078.
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WELFARE CHANGE

Montana currently funds its welfare and foster care programs with a combination of

federal, state and local funds. These local funds are used for Families Achieving

Independence in Montana (FAIM) cash benefits, administrative costs for FAIM, food

stamps, Medicaid, foster care benefits and foster care administrative costs.

In 1983 twelve Montana counties switched from paying the costs not covered by

state or federal funds, to providing nine mills to the state in exchange for the state

being responsible for the cost and administration of these programs. These counties

are known as state assumed counties. There are currently thirteen state assumed
counties.

Since 1983 the statutes addressing how counties participate in the funding of human
senyices have been amended several times. Caps have been placed on some
costs, other costs have been assumed by the state. Statutory changes in taxing

authority, such as 1-105, have limited the ability of counties to adjust to changing

costs. The assumed/non-assumed system has grown increasingly complex.

In 1999 the Montana legislature included language in HB2 directing the Department

of Public Health and Human Services to submit a plan to the 57"^ legislature to

replace the current system of couniy funding for human services. In language

remarkably similar to the language in SB184, the department was diiected to

develop a plan to "create a uniform statewide system of funding. This plan must
provide a predictable and adequate source of funding and eliminate the historic

distinction in funding human services costs between assumed and non-assumed
counties."

Current County Contributions

In fiscal 1999, Montana counties contributed

$13,959,887 of property tax and non-levy

revenue to pay for human service programs at

the Department of Public Health and Human
Services. The nine-mill levy from the thirteen

state assumed counties contributed $8,072,360.

The non-assumed counties contributed a total of

$5,887,527. The total cost for these programs
in fiscal 1999, including all county and state

federal funds, was $88,833,369.

Table 21 shows the nine-mill levy property tax

and related non-levy revenues for the state

assumed counties.



Table 22 shows the property tax and non-levy revenue collected by the non-

assumed counties.



1. Using general fund creates a more predictable and understandable revenue

source for human services.

2. Human service programs are mostly federal programs administered by state

employees. Since few of the rules or financial decisions are local in nature,

the use of locally generated revenues does not seem appropriate.

3. The current statutory provisions addressing the county role in financing these

services will sunset at the end of this biennium.

4. Growing proportions of administrative costs are associated with state

computer systems and centralized management of block grants. These
administrative costs are difficult to allocate to individual counties in a fair and
equitable manner.

For these reasons, the department requested this committee endorse the

replacement of property tax revenues with general fund. We believe the funding

issue could be resolved in the larger context of the realignment of local and state

funding sources. In this larger context, this change would be part of a "cost neutral

"

improvement in state/local financial relationships.

This change would result in an understandable, predictable and fair method of

financing human sen/ices.

Of the $14 million dollars, 84% or $11.8 million is property tax revenue and about

16% or $2.2 million is non-levy revenue. These complicated non-mill levy levenue
distributions may be eliminated under other proposals the committee is considering.

These other proposals would deposit the $2.2 million of non-levy revenue directly into

the general fund. Therefore, considering the other proposals, the actual general fund

necessary to replace the property tax revenue is $11 .8 million.

The committee accepted this recommendation and has included in its proposed
legislation to fund public assistance through the state general fund. Language in the

legislation removes references to the poor fund and the processes used by counties

to reimburse the state for public assistance costs.

Other Changes

In addition to these general changes, other specific language is included to maintain

certain desirable features.
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Specifically:

7-34-2204(2)(c) Language is added to allow this activity where counties voluntarily

provide additional matching funds to the Department to increase the availability of

Medicaid funding for health care and health care facilities. This provision is included

to allow this activity and does not obligate counties in any way.

41-3-1 122(2)(3)(4)(5) Foster care language - Currently when youth in the custody

of the State (Department of Public Health and Human Services or Department of

Corrections) are placed in an out-of-home setting (foster home, youth care facility).

The State makes those payments. The State then presents a bill to the youth's

county of residence for up to one-half the cost of the placement. These costs are

currently capped at the 1987 foster care spending level in each of the non-assumed
counties. The legislation repeals this language. Foster care costs will become the

responsibility of the Department and State general fund will replace county funding.

53-2-207 This general provision directs the State to require counties to pay
whatever local contribution is required to access State or Federal public assistance

funds. The language will no longer be necessary since "local" funds will not be used
for the matching funds required by many Federal programs.

53-2-801 This language seis out the provisions of state assumption of public

assistance financing. The proposed legislation removes the requirement for a poor

fund. It also removes the distinction between assumed and non-assumed counties.

Language is included which clarifies that counties may continue to provide services

to indigent people using local funds. Currently a number of counties use their own
resources to provide general relief, medical assistance and burial costs to residents

not eligible for State or Federal assistance. This recognition of local discretion in

providing additional assistance beyond the State operated programs is restated at

53-3-1 15(3)(b) and 53-3-116. The term "poor fund" is being removed from those

sections.
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STATE IMPACT

The committee recommendations impact the state by: (1) increasing the state

revenues through depositing into the state general fund all motor vehicle taxes and
fees, gaming revenue, district court fees, financial institution tax, alcohol-related

taxes, miscellaneous taxes and fees; (2) discontinuing the property tax

reimbursement programs; (3) transferring the county financial obligations for welfare

and disthct courts, excluding the clerk of district courts to the state general fund; (4)

increased general fund appropriations to state agencies and schools; (5) funding the

Entitlement Share payments for local governments; and (5) some administrative

expenses for state government. This chapter examines the net effect on state funds

of all the committee's financial recommendations.

Increased General Fund Revenue

Table 23 shows the increase in state revenue from the funding changes
recommended by the committee. Based on estimated fiscal 2001 numbers, there is

a $200 million increase in state revenue. The estimated revenue will decrease

0.53% to $199 million for fiscal 2002, and grow 1.2% to $201 million in fiscal 2003.

Table 23

Impacts of Proposed Funding Shifts on State Government

Revenue Impacts

Personal Property Reimbursements

MV- District Court 10%
MV - All Other

Gaming Revenue

District Court Fees

Financial Institutions Tax

Federal Payments

Alcohol-Related Taxes

All Other Impacts

Total Revenue Impacts

Impact on State Government



Motor vehicle revenue impacts in fiscal 2001 are based, in part, on the Legislative

Fiscal Division's analysis of the impacts of HB540; and on the Department of Justice

motor vehicle database for tax year 1998. Revenues reflect increases of $900,000

related to the streamlined registration and title fees for light cars and trucks, and an

additional $900,000 for additional revenue from the HB540 flat fees on Native

American vehicles. Motor vehicle revenues also reflect an assumed growth rate of

1 .5% that reflects the long-term growth in the number of motor vehicles registered.

Gaming revenues have a growth rate of 1% in fiscal 2002 and 13% in fiscal 2003.

These unusual growth rates reflect implementation activities of the automated

accounting revenue system (AARS). Historically this revenue source fluctuates.

Since 1990 gambling revenues have been increasing at a declining growth rate. In

fiscal 2002 there is an estimated decrease of $1.4 million in revenue to local

governments due to AARS. In fiscal 2003 there is an estimated increase of $445,000

in revenue to local governments due to AARS.

Alcohol-related taxes grow 2.30% in fiscal 2002 and 2.35% in fiscal 2003. This

growth rate is based on beer, wine and liquor historical growth rates per capita.

All the other revenue sources are held constant with no growth because these

revenues fluctuate both up and down over time and do not have any long term

stable grovi^h patterns.

Expenditure Impacts

The state expenditures will increase $199.8 million in fiscal 2002 and $200.3 million

in fiscal 2003 as shown in Table 24. The increases are for welfare, district courts,

entitlement share payments, schools, and administration expenses.

Table 24

State Expenditure Impact

Expenditure Impacts

State Funded Welfare

State Funded District Courts

Entitlement Shiare

Counties

Cities

TIF's

Schools K-1

2

County Retirement

County Transportation

Administration

Total Expenditure Impacts

Base

FY01

(13.959,884)

(20,852,499)

(35,200,740)

(43,991,267)

(4,776,051)

(64,950,619)

(13,049,782)

(2,280,341)

N/A

(199,061,183)

Increased G.F. Expenditures
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The expenditure changes for welfare and district courts are explained in their own
chapters. The entitlement share program grows 3.2% in fiscal 2002 and 3.1% in

fiscal 2003 as calculated according to the committee's recommended growth rate.

The administrative expenses are for:

The Department of Commerce to perform about 20 selected audits each year on

taxing jurisdictions not covered by the standard audit requirements and to

develop a Montana specifi-^ compliance audit supplement. The basis for selecting

these audits is to be requests, concerns about proper accounting in the distnct,

random selection, and other criteria as established by the department. This

audit supplement is to be required as part of the regular audit of local

governments. The supplement is to be developed in conjunction with the

Legislative Auditor's Office, the Office of Budget and Program Planning, and the

Department of Administration. This estimated to cost $157,000 in fiscal 2002

and $105,000 in fiscal 2003.

The Legislative Services Division to pay for the operational costs of the State and

Local Government Relationship Committee. This is estimated to cost $124,000

for the 2003 biennium.

Net Impact to the State

Table 25 shows that expenditures exceed revenue by $0,875 million in fiscal 2002

and in fiscal 2003 revenues exceed expenditures by $1,053 million. For the

biennium, revenues exceed expenditures by a total of $0,178 million.



BUDGETING AND ACCOUNTING LAWS

The committee recommends revising the local government budgeting and

accounting laws. During the course of reviewing local government financial

information, the committee learned that the current statutes did not ensure that

the legislature and state departments received uniform information from local

governments. This resulted in additional committee work and time and hindered

the committee's study of streamlining revenues and shifting a portion of district

court costs to the state.

Due to the complexity and multitude of statutes pertaining to local government

budgeting and accounting, the committee established a work group to review the

pertinent sections of law to determine if these sections could be simplified or

clarified to improve reporting to the applicable state departments and legislature.

The work group reviewed over 80 sections of state law and found that the

statutes contain a large amount of redundant and contradictory laws with micro-

management provisions that actually hinder local government efficiency and

state oversight of local government activity.

In 1995, the legislature adopted Part 6 "Local Government Alternative Accounting

Method" in Title 7, Chapter 6 of Montana Code Annotated to "create a uniform

accounting method for local governments that provides an alternative to following

the detailed bookkeeping rules contained in this title that have been built up over

decades and to encourage local governments to adopt generally accepted

accounting principles and auditing standards." The outcome of Part 6 had just

the opposite effect and actually further complicated local government accounting

and budgeting laws. Of the 56 counties and the 127 cities and towns in

Montana, only four local governments adopted the "alternative accounting

method."

The committee recommends following through on the intent of the "alternative

accounting method" adopted in 1995 by simplifying the laws relating to local

government budgeting and accounting. The major revisions recommended
include:

1. An all-inclusive definition of "local governments" subject to the budgeting and

accounting provisions, excluding only schools as they are subject to rules

promulgated by the Office of Public Instruction.

2. Elimination of detailed accounting provisions in statute by referring to the

existing duty of the Department of Commerce to prescribe accounting

systems in accordance with generally accepted accounting principles.

3. Specifically states that it "...does not provide for the consolidation or

reassignment of any duties of elected county officials" and it incorporates

existing duties of county officials.

4. Provides for the county or municipal treasurers to be the custodian of all

public money, defines public money and specifically prohibits separate bank

accounts unless authorized by the county or municipal governing body.
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5. Creates budget adjustment flexibility for some fund types and fee-based

budgets, similar to that given to state departments.

6. Provides for all mill levies to be subject to county or municipal governing

board approval.

7. Provides for an extended deadline for setting tax levies if certified tax levies

are received late.

8. Deletes the reference to the "alternative accounting method," and amends or

repeals over 80 sections of existing county and municipal laws. Many of the

revisions are simply due to changes in accounting procedures due to the

elimination of manual accounting systems and procedures.

The proposed budgeting and accounting laws clearly set forth the necessary

requirements to ensure state oversight, public participation and conformity with

generally accepted accounting principles for all local governments. As many of

the redundant and contradictory provisions are eliminated in the proposed
revisions, the legislature has greater assurance of compliance by local

governments. These revisions also provide for uniform reporting, without

exception, to the Department of Commerce to ensure that the various state

agencies, legislature, and committees have the necessary information on which

to base policy and fiscal decisions.

The county and municipal governments are given greater control and flexibility to

make decisions based on what is best for their own particular governmental unit.

For example, the old statute authorizing petty cash funds for county government
specified that the petty cash fund would be set at S1,000. The recommended
revision simply authorizes the establishment of a petty cash fund with the specific

dollar amount to be established by the local government based on their own
needs. The accounting procedures require compliance with generally accepted
accounting principles that include adequate internal control systems to safeguard

local government assets. The accounting and budgeting provisions are all

subject to an independent financial and compliance audit pursuant to state law.

The special purpose districts and entities will have the most significant impact as

they will now come under the same accounting and budgeting provisions as
counties and cities and towns per the committee's recommendation to have an
all inclusive definition of "local government." For 1998, the Department of

Commerce documented 753 special districts and entities. Of these 753 special

purpose districts, 103 districts used a fiscal year ending date other than June 30.

The committee is recommending all local governments use the June 30 fiscal

year ending date. Additionally, these special purpose districts will now be subject

to new accounting and budgeting provisions. New financial reporting and
budgeting forms will have to be developed and appropriate accounting and
budgeting training provided to these special purpose districts to fulfill the

committee's recommendations. The committee believes it is important to bring

all local governments under the same reporting standards to ensure complete
and accurate accounting to the legislature, state agencies, related local
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governments, and the public. The committee looked extensively at the principal

of "be accountable and hold accountable" and believe that additional oversight by

the city or county government, as proposed by the committee, is necessary as

less than 10% of the special purpose districts are large enough to require a

financial and compliance audit under state law. As it will take a longer period to

apply the accounting and budgeting provisions to the special purpose districts,

the committee recommends delaying the effective date of the proposed
legislation for the special purpose districts by one year.
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MANDATE GUIDELINES

The issue of mandates has been, and continues to be, one of the more enduring

sources of friction between levels of government. Unfortunately, a solution to the

mandate issue, that meets everyone's needs, has not been identified. The
committee makes the following recommendations to establish a procedure on how
service mandates are enacted, modified or terminated in law. State mandates must

be funded, and to clarify, property tax cannot be used to fund state mandates.

Statement of Intent to Establish a Mandate

In order to prevent the proliferation of undue or unnecessary mandates, the Advisory

Commission on Intergovernmental Relations (ACIR) has suggested a "policy of

deliberate constraint" to guide state in evaluating current and proposed mandates.

The committee recommends a policy to put this into effect.

The committee recommends that any legislation, which seeks to establish a

mandate under Section 1-2-112, MCA, must be accompanied by a statement of

intent. The statement of intent must identify:

a. The public purpose to be accomplished by the mandate;

b. The statewide interest the mandate is intended to address;

c. The additional costs local governments may incur; and
d. How the proposed mandate is a sharing of responsibilities between the state

and local governments.

Establishing a Review Process for Existing and Future State Mandates

It is the committee intent to establish criteria for the review and evaluation of state

mandates to ensure that state mandates:

1. Serve a statewide public purpose if funded by state reimbursement or

property tax;

2. Reflect present needs and legislative priorities; and
3. Terminate when they are no longer necessary or appropriate.

The new committee, State and Local Government Relationship Committee, is to

review and evaluate state mandates to determine whether:

a. The mandate fulfills a continuing, legislatively recognized statewide public

purpose;

b. The mandate is a logical sharing of responsibilities between state and local

governments;

c. The mandate is necessary for the operation of local governments or serves a

statewide public purpose;

d. The mandate benefits particular local government jurisdictions; and
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e. Local governments incur additional costs as a result of the mandate and are

the amount of additional costs.

The committee is to establish procedures to facilitate a biennial review and

evaluation of state mandates, and report a summary of findings to the legislature.

This summary of findings can include a recommendation for termination, extension

or modification of a state mandate.

Clarifying What State Mandates IVIust be Funded by the Legislature

The committee recommends that the mandates which the legislature must fund

under Section 1-2-112(1), MCA are those mandates legislatively imposed
requirements, which are not necessary for the operation of local governments.

However, mandates provide a valuable service or benefit to Montana citizens,

including but not limited to:

a. Entitlement mandates which provide that certain classes of citizens may
receive a specific benefit;

b. Membership mandates which require local governments to join specific

organizations, such as waste districts or a national organization of regulators;

and

c. Service level mandates requiring local governments to meet certain minimum
standards.

Section 1-2-112(1), MCA requires the legislature must provide a means to finance

the activity, service or facility other than mill levies or the all-purpose mill levy. This

applies to laws enacted by the legislature that requires a local government unit to

perform an activity or provide a service or facility that requires the direct expenditure

of additional funds. It is not expected of local governments in the scope of their

usual operation.

Funding of State Mandates

The committee recommends clearing up confusion in the law about whether property

tax can be used to fund mandates. The committee recommends that state

mandates cannot be funded with property taxes except in de minimis situations, or if

the mandate is necessary to implement the national voter registration act of 1993.
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EARMARKED REVENUE GUIDELINES

The committee de-earmarked revenue and simplified the collection and distribution

of many revenue sources. There are more funds that could be de-earmarked and

program advocates attempt to have future legislation enacted to earmark funds to a

particular program. Therefore, the committee recommends guidelines for the

earmarking of funds to local government and a revie'-v process for such earmarking.

The committee defined earmarking revenue as a state administrative or legislative

action that allocates the revenue from a tax, fee, assessment or other source to a

local government. The defined general revenue source means a source of revenue

not governed by established or implied restrictions based on the source or limited

use of the revenue. The term includes taxes, interest earnings, investment earnings,

fines, and forfeitures.

Revenue Earmarking Guidelines

The committee recommends a revenue may be earmarked for a specific purpose

when 1 ) one or more of the following conditions are met and 2) there is a recognized

need for accountability through a separation of funding from the general fund

consistent with generally accepted accounting phnciples.

a. The person or entity paying the tax, fee, or assessment is the direct

beneficiary of the specific activity that is funded by the tax, fee or

assessment. Also, the tax, fee or assessment is commensurate with the

costs of the program or activity.

b. The entire cost of the activity is paid by the beneficiary. The tax, fee or

assessment paid is commensurate with the cost of the activity, including

reasonable administrative costs.

c. There is an expectation that funds donated by a person or entity will be

used for a specified purpose. Grants from private or public entities are

considered donations under this subsection.

d. There is a legal basis for the revenue dedication. A legal basis is a

constitutional mandate, federal mandate, or statutory requirement in which

a source of funds is designated for a specific purpose.

The committee recommends the following additional procedures. In the

consideration of the general appropriations act for each biennium, the legislature

shall determine the appropnateness of earmarking revenue. The office of budget and

program planning shall describe the occurrence in its presentation of the executive

budget, and the legislative fiscal analyst shall highlight the issue in the budget
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analysis and for the appropriations subcomnnittee considering the earmarking of

revenue.

Review of dedicated revenue provisions

The committee recommends that each interim, the Legislative Finance Committee
review earmarked revenues based the above guidelines. The committee

recommends that an earmarking of revenue should not give a local government an

unfair advantage for funding; the expenditures from earmarked revenue must be

based on requirements for meeting a legislatively established outcome; statutorily

mandated programs or activities funded through earmarked revenues provided from

general revenue sources must be reviewed to the same extent as other programs or

activities funded from the general fund; and the use of a revenue earmarking may be

appropriate if it satisfies one or more of the following:

a. The program or activity funded provides direct benefits for those who pay the

dedicated tax, fee or assessment. Also, the tax, fee or assessment is

commensurate with the costs of the program or activity.

b. The use of the earmarked revenue provision provides special information or

other advantages that could not be obtained without earmarking.

c. The revenue earmarking involves collection and allocation formulas that are

appropriate to the present circumstances and current phonties of local and
state government.

d. The revenue earmarking does not impair the legislature's ability to scrutinize

budgets, control expenditures and establish priorities for state spending.

e. The revenue earmarking results in an appropriate projected ending fund

balance.

f. The revenue earmarking fulfills a continuing need recognized by both local

government and the legislature.

g. The earmarking of revenue provision does not result in accounting or auditing

inefficiency.

The Legislative Finance Committee should establish procedures to facilitate a

biennial review and evaluation of revenue earmarking and report a summary of its

findings to the legislature, including its recommendation of termination or extension,

with or without modification, of the earmarking of revenues.
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ELIMINATION OF SPECIFIC MILL LEVY CAPS AND FEE RATES

The committee recommends eliminating the mill-levy based funding caps and

specific fee rates set in law. The mill levy caps are replaced with a county or city

property tax limit. The committee recommends that the county and city

commissioners have clear oversight authority and final budget control on the mills

levied and fees established for all miscellaneous and special districts.

Mill Levy Caps

The committee recommends that all references to dollar limits as well as mill limits

be removed from law, except for the statewide 95-mill levy for K-12 education, the 6-

mill levy for the university system, and the 1 V2 mill levy for the vo-tech centers. The
committee's intent is to have a section of law that lists the purposes for which county

or city commissioners can levy property taxes, including a phrase for all other

programs so the commissioners authority to levy property tax is as broad as

possible. All other mill levy limits are to be repealed.

A uniform election procedure is to be established for authorizing a voted mill levy or

exceeding the mill levy limit. The uniform election procedure is to be the 1-105

election procedure. The time limit on voted mills is to be specified in the election

rather than in the statute. The uniform election procedure also applies to cities and

towns.

Specific Fee Rates

The accounting and budgeting laws changes recommended by the committee give

local government the budget flexibility to have a fully functional proprietary fund,

including both enterprise and internal service funds. The law also establishes a

budget process to set fees and control costs. This process is similar to the state law

enacted in 1995. There were four chteha to consider in the construction of this

legislation:

1. There should be a connection between the fee and the cost of providing the

service.

2. There should be public involvement.

3. There should be budget safeguards for cost increases or fund balance

accumulation.

4. There should be a link between the fee setting process and the budget

process.

With the proprietary fund and the budget process and criteha to review fees, the

committee recommends removing the dollar specific fees that are in state law.

There would be an exception for fees that need to be uniform statewide. Due to lack
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of time for committee review, caution was used when drafting the bill. Many fees

with specific rates that have some basis for being uniform statewide were not

changed. One fee that was changed, from a set dollar amount to a fee established

by the local government, is the mosquito district control fee in Section 7-22-2432,

MCA. In the code search it became apparent that some state fees utilized by local

government are set by administrative rule rather than being in the law.
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PROPERTY TAX LIMIT

The committee recommends revising the property tax limit in SB184. As the

funding flows have been simplified, the reimbursement programs eliminated, and

the accounting and budget laws modified to allow greater control and flexibility for

local governments, the property tax limit needs to be adjusted also. The

committee improves and clarifies the definition of "newly taxable property", and

makes a transitional property tax limit for fiscal 2002 and an on-going property

tax limit.

The definition of newly taxable property needs to be revised in order to eliminate

ambiguities and inconsistencies in administering the current definition. The
transitional property tax limit is designed to ensure that local governments will not

be harmed in the process of moving from the current revenue and fee system to

the distribution of revenue system recommended by the committee. The on-going

property tax limitation is provided to simplify the current limit and facilitate

administration of tax laws for both state and local governments.

Newly Taxable Property

Newly taxable property would be limited to:

Annexation of real property and improvements into a taxing unit;

Construction, expansion, or remodeling of improvements;

Transfer of property into a taxing unit;

Subdivision of real property; and

Transfer of property from tax-exempt to taxable status.

Two other components of newly taxable property provided for in SB184 have

been deleted from the definition of newly taxable property.

1) The reclassification of property, and

2) Reevaluations caused by expansion, addition, replacement or remodeling

of improvements, Reevaluations caused by expansion, addition,

replacement or remodeling of improvements are already covered by one

of the five items listed above.

Allowing newly taxable property to include property that has simply been

reclassified often results in grossly overstating newly taxable property in

situations not intended by the normal course of economic growth. For example,

to address the tax effects of deregulation of the electric energy and

telecommunications industhes, the 1999 legislature created a new class 13 and

transferred all electric energy generation and telecommunications property to this

class. It is unlikely that the legislature also intended reclassifications of this

nature to be included and counted as "newly taxable property", when in fact there

is nothing "new" about the property or its use.
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Two clarifications are added. The transfer of property into a taxing unit would

exclude the reduction in the boundary of or the termination of a tax increment

financing district (TIF). Subdivision was clarified to provide for the taxation of the

increase in value as newly taxable property in the first year that the property is

included in class 4.

Transitional Limit

For fiscal 2002, each local government is allowed to impose a levy that brings in

revenue from property tax and the Entitlement Share payment that is not less

than the base amount plus a growth factor. The "base amount" is:

• The fiscal 2001 property tax revenue, which includes revenue from property

that was newly taxable property in fiscal 2001; plus,

• The net change in revenue from the enumerated revenue sources which were

changed in the committee's recommendations (motor vehicle, etc.); minus,

• The amount of funds sent to the Department of Health and Human Services

for welfare in fiscal 2001 and the fiscal 2001 district court expenditure,

excluding the clerk of distnct courts and their staffs salaries and benefits.

The transitional property tax cap for fiscal 2002 includes two growth rate options.

County and city governments can use whichever results in the greatest fiscal

2002 revenue for the county or city government.

Option 1: Property taxes may be assessed in fiscal 2002, sufficient for the county

or city government to have a 2% growth rate, when property taxes are combined

with the Entitlement Share received, for the total of all property taxes assessed

for fiscal 2001, plus the net change in other revenues and expenses as altered

by the committee.

Option 2 : Property taxes may be assessed in fiscal 2002 using the same mill levy

as applied in fiscal 2001 against the total taxable value of all property. Local

governments could use this option if it gave them more revenue than Option 1

.

Property Tax Limit - Fiscal 2003 and Beyond

For fiscal 2003 and beyond, the property tax limit would simply be the fiscal 2002
amount of property tax assessed, plus a growth factor. Limiting the property tax

calculation to the property tax base would greatly simplify the calculation. The
mill levy limit would be based on current year total taxable value less the taxable

value of "newly taxable property". However, the mill levy would be applied to all

taxable value, including newly taxable property.
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The growth rate for the property tax limit is the base year (fiscal 2002) amount of

property taxes assessed plus V^ of the last three-year average rate of inflation.

This growth rate sets the maximum amount of property tax that can be raised

from the total taxable value net of newly taxable property regardless of whether

the maximum amount of mill levy capacity is used each year.

The committee modified the property tax limit to provide county and city officials

the flexibility to be prudent and not have the current incentive to levy the

maximum number of mills each year. Under current law, the maximum number

of mills allowed must be levied each year or the governments property tax cap

will be decreased in the future. This modification will allow local governments not

to levy the maximum mills allowed under law each year, while allowing local

governments to retain the ability to levy the maximum number of mills in future

years, if the maximum number of mills are needed.

Due to the complexity and constant change in property tax laws, the Tax

Increment District (TIF) law to adjust the base taxable value of a TIF following a

change of law had to be adjusted. Section 7-15-4293, MCA, reads as follows:

7-15-4293. Adjustment of base taxable value following change

of law. If the base taxable value of an urban renewal area or an

industrial disthct is affected after its original determination by a

statutory, administrative, or judicial change in the method of

appraising property, the tax rate applied to it, the tax exemption

status of property, or the taxable valuation of property if the change

in taxable valuation is based on conditions existing at the time the

base year was established, the governing body of the municipality

may request the department of revenue or its agents to calculate

the base taxable value as it would have been on the date of the

original determination had the change been in effect on that date .

The governing body may adjust the base taxable value to that value

reported by the department of revenue, under the provisions of 7-

15-4287. (emphasis added)

This statute was first enacted in 1979 to protect TIFs from a potential reduction

in their increments. In 1979, legislation was proposed to eliminate the bank

shares tax and exempt banks from taxation. Because the bank shares tax was

part of the original base taxable value of TIFs, the removal of banks from the

current incremental value could have caused a reduction in TIF revenue and

placed TIF bonds in jeopardy. Thus, in 1979, the statute was designed to

protect TIFs from legislative acts that may erode their incremental value. If new

legislation reduces the tax increment, a municipality may ask the Department of

Revenue to recalculate the base value as if the new legislation was in affect at

the time the base value was originally determined. It is impossible to calculate

the tax base, as it would have been under the prior year's laws. Therefore, the
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underlined provision in law was changed to allow the Department of Revenue
"to estimate the base taxable value, so that the tax increment resulting from the

increased incremental value is sufficient to pay all principal and interest on the

bonds as they come due."

Exceptions to the Property Tax Limit

There are some property tax levies that are not included in the property tax

limits. These are judgement levies, emergency levies, and certain emergency
debt levies. These levies would be allowed, but could never become part of the

property tax base for calculating the property tax limit.
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COMMITTEES

The Local Government Funding and Structure Committee recommends a State and

Local Government Relationship Committee be created and the Legislative Finance

Committee duties be expanded. It is recommended that a State and Local

Government Relationship Committee be placed within the Legislative Services

Division as a four-year interim committee of the Legislature. It is recommended that

for the 2003 biennium the committee develop a long-term Entitlement Share

allocation method.

State and Local Government Relationship Committee

It is recommended that a four-year interim committee in the Legislative Services

Division be created. The committee should operate similar to the Environmental

Quality Council for state and local government issues. The Local Government

Funding and Structure Committee found considerable value in working together with

non-legislators to discuss issues and come to consensus on a solution, which would

work for Montana citizens and governments. The challenges for local government

are frequently intertwined with state laws and policies. Based upon the success of

the Environment Quality Council and this interim SB184 committee, it appears that

many issues can be resolved by bringing knowledgeable people together who

understand citizen concerns, state interests and local government.

The membership of the new committee is recommended to be:

Four members of the Senate, from different political parties, appointed by the

committee on committees;

Four members of the House of Representatives, from different political parties,

appointed by the Speaker of the House;

Three representatives of county government appointed by the governor;

Two representatives of cities and towns appointed by the governor;

One representative of K-12 Education appointed by the governor;

One representative of the Department of Commerce, ex officio nonvoting,

appointed by the governor; and

One representative of the Department of Revenue, ex officio, nonvoting,

appointed by the governor.

The Montana Association of Counties and the Montana League of Cities and Towns,

the Montana School Boards Association and the Rural Education Association may
submit recommendations to the governor for the appointment of individuals

representing each entity's area of expertise on the committee.
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The purposes of the committee are to:

Promote and strengthen local government through recognition of the principle

that strong communities, with effective, democratic governmental institutions, are

one of the best assurances of a strong Montana;

Bring together representatives of state and local government for consideration of

common problems;

Provide a forum for discussing state oversight of local functions, realistic local

autonomy, and intergovernmental cooperation;

Identify and promote the most desirable allocation of state and local government
functions, responsibilities, and revenue;

Promote concise, consistent, and uniform regulation for local government;

Coordinate and simplify laws, rules, and administrative practices in order to

achieve more orderly and less competitive fiscal and administrative relationships

between and among state and local governments;

Review state mandates to local governments that are subject to 1-2-112, MCA
and 1-2-1 14 through 1-2-116, MCA;
Conduct interim studies as assigned;

Make recommendations to the legislature, executive branch agencies, and local

governing bodies concerning:

a. Changes in statutes, rules, ordinances, and resolutions that will provide

concise, consistent, and uniform guidance and regulations for local

government;

b. Changes in tax laws that will achieve more orderly and less competitive fiscal

relationships between levels of government;

c. Methods of coordinating and simplifying competitive practices to achieve

more orderly administrative relationships among levels of government; and
d. Training programs and technical assistance for local government officers and

employees that will promote effectiveness and efficiency in local government.

The Local Government Funding and Structure Committee reviewed two reports from

outside the scope of the committee's work. The issues in these reports need to be

addressed, and require considerable effort to develop appropriate solutions. The
issues in these two reports are recommended to be studied by this committee in the

2003 biennium. The reports are:

Tax Increment Financing Districts (TIF) by Brad Simshaw, April 14, 2000

Property Tax Administration Challenges by Dolores Cooney and Brad Simshaw,

August 28, 2000

In addition to the reports mentioned above which deal with property tax, the

committee discussed concerns that local government has with other issues such as

transportation, health, land, welfare, and building inspection. The local government
officials expressed a strong interest in having a committee to focus the attention on
these issues and to have local government officials and legislators working together

with the assistance of the executive branch on potential solutions.
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Long-Term Entitlement Share Allocation - Committee's Top Priority

The Local Government Funding and Structure Committee allocated the Entitlement

Share to local governments in a method that maintains the approximate fiscal 2001

status quo revenue base. A law based on a point in time is soon outdated and does

not reflect the economy or social changes that occur in the state. As such, the short-

term Entitlement Share allocation method may be regarded as a short-term

allocation method, which will work for two to four years.

Long-term options may include funding mechanisms that take other factors into

consideration. However, time was not available to explore other allocation methods
this biennium.

During the course of analyzing current local government funding. It was observed

that there is a tremendous disparity in the number of mills being levied on Montana
taxpayers depending on the location of the taxpayer's property. For example, in tax

year 1999 the number of mills levied on residential homeowners for the city of

Colstrip totaled 13.3 mills, whereas the number of mills levied on residential

homeowners for the city of Westby totaled 407.08 mills. To put perspective on how
low and high these particular mill levies are, on average cities and towns levied 103

mills in 1999.

This wide disparity in mill levies raises public policy issues regarding the fairness

and equality of taxation across municipalities and counties. We had hoped to be

able to conduct an analysis that would provide insight into the current range or

dispersion of mill levies across municipalities, and then show how the proposed

revenue distribution scheme either increased or decreased the disparity in mill

levies. Time constraints precluded any meaningful analysis in this area.

However, in the case of Colstrip and Westby, it is very clear that one major reason

for the difference in the number of mills needed to support municipal services lies in

the tax base available to the governing bodies of these two communities. Table 26
provides a comparison of property tax-related data for Colstrip, Westby and Poison,

with the latter being representative of the "average" city or town.

Table 26 shows in tax year 1999, Colstrip had a taxable valuation of $150,665,736

and levied 13.3 mills that generated $2,003,854 in taxes. Westby, on the other

hand, had a taxable valuation of $87,782 and levied 407.08 mills that generated

$35,734 in taxes. Poison, representing the average, had a taxable valuation of

$4,793,716 and levied 91.6 mills that generated $439,104 in taxes.

On a per capita basis, the governing body of Colstrip has $74,183 in taxable

valuation available. Every mill levied generates $74.18 for every man, woman and
child in the town. Levying 13.3 mills provides $986.63 in revenue per capita.
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In Westby, the governing body has $387 in taxable valuation available per capita,

which translates into 39vi per mill per person. Even at a levy of 407.08 mills the town

generates only $157.42 in revenue per person. In order to generate revenue

equivalent to Colstrip on a per capita basis, Westby would have to levy a total of

2,550 mills.

Poison has $1,044 in taxable value per person, which generates $1.04 per person

per mill levied. At a levy of 91 .6 mills. Poison levies $95.60 per capita.
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representing the percentage o"^ variation in one variable being explained by the other

variable. For example, if the r-squared statistic is 0.85, this indicates that 85% of the

variation in mill levies is explained by variation in taxable value per capita.

In fact, the r-statistic for cities and towns turned out to be 0.036, which says that only

about 4% of the variation in mill levies across cities and towns can be explained by

differences in taxable value per capita. In essence, there is no relationship between

taxable value per capita and mill levies of cities and towns.

This is further illustrated in Chart 1, which provides a graphic representation of the

relationship between taxable value per capita and mills levied for all cities and
towns.



If taxable value per capita doesn't explain variation in mills levied, what does? At

this time this is unknown. However, there are several possible factors that could

contribute to why mill levies vary across cities and towns.

First, municipal governments do not operate on revenue from property taxes alone.

They also rely on non-levy revenues. Two cities with the same population and the

same tax base could have significantly different mill levies if one of the cities has a

very large amount of non-levy revenue while the other city has none. Using taxable

value per capita as a measure of local revenue capacity would understate revenue

capacity for jurisdictions that have more than average revenue per capita from other

sources. In some cases, as with federal payments in lieu of taxes, other revenue

sources may be inversely related to a jurisdiction's property tax base.

Second, two cities with the same population, the same tax base, and equal amounts
of non-levy revenue could still have significantly different mill levies if preferences for

government services were much higher in one city relative to the other.

Third, at any point in time a community may be experiencing a temporary

circumstance in which a high voted mill levy is needed to provide funds to address

an emergency.

Population and local property tax revenue capacity are relevant to the allocation of

funds for local governments, but they probably are not the only relevant factors.

Population is one determinant of local government spending needs, but it is not the

only one. Local spending may also differ because local circumstances differ. For

example, a county with heavy visitor traffic may need to spend more per capita on

ambulance services than one with mostly local traffic. Local spending may also

differ because people in different jurisdictions make different choices. Residents of

one community may vote to pay higher taxes to pay for a public swimming pool while

residents of a similar community vote for lower taxes. Another possible reason for

local spending variations is differences in local costs.

It appears that the differences in tax burdens between jurisdictions may not be either

fair or rational. However, currently time is not available to explore this further and
develop or obtain the necessary information to analyze. To provide a long-term,

stable and rational basis for allocating revenue for local governments, more work
needs to done to provide greater equalization of taxpayers' tax capacity and tax

burden across different regions of the state. A future study could provide analysis of

which factors would contribute the most to a rational allocation of the Entitlement

Share.

Therefore, the state and Local Government Relationship Committee is

recommended to determine a long-term allocation method for the Entitlement Share.
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Legislative Finance Committee

Each interim, the Legislative Finance Connmittee reviews earmarked state revenues.

The Local Government Funding and Structure Committee recommends expanding

the Legislative Finance Committee authority to review state administrative or

legislative action that allocates the revenue from a tax, fee, assessment, or other

source to a local government.

The Legislative Finance Committee shall establish procedures to facilitate a biennial

review and evaluation of revenue earmarl<ing. Upon completion of the review, the

committee shall report a summary of its findings to the legislature, including its

recommendation of termination or extension, with or without modification, of the

earmarking of revenues.

Policy guidelines for earmarking a revenue source are as follows:

a. The person or entity paying the tax, fee, or assessment is the direct beneficiary

of the specific activity that is funded by the tax, fee, or assessment, and the tax,

fee, or assessment is commensurate with the costs of the program or activity.

b. The beneficiary pays the entire cost of the activity, and the tax, fee, or

assessment paid is commensurate with the cost of the activity, including

reasonable administrative costs.

c. There is an expectation that funds donated by a person or entity will be used for

a specified purpose. Grants from private or public entities are considered

donations under this subsection.

d. There is a legal basis for the revenue dedication. A legal basis is a constitutional

mandate, federal mandate, or statutory requirement in which a source of funds is

designated for a specific purpose.

e. There is a recognized need for accountability through a separation of funding

from the general fund consistent with generally accepted accounting principles.

An earmarking of revenue should not give a local government an unfair advantage

for funding. The expenditures from earmarked revenue must be based on

requirements for meeting a legislatively established outcome. Statutorily mandated

programs or activities funded through earmarked revenues provided from general

revenue sources must be reviewed to the same extent as other programs or

activities funded from the general fund. The use of a revenue earmarking may be

appropriate if it satisfies one or more of the following:

a. The program or activity funded provides direct benefits for those who pay the

dedicated tax, fee, or assessment, and the tax, fee, or assessment is

commensurate with the costs of the program or activity.
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b. The use of the earmarked revenue provision provides special information or

other advantages that could not be obtained without earmarking.

c. The revenue earmarking involves collection and allocation formulas that are

appropriate to the present circumstances and current priorities of local and state

government.

d. The revenue earmarking does not impair the legislature's ability to scrutinize

budgets, control expenditures, and establish priorities for state spending.

e. The revenue earmarking results in an appropriate projected ending fund balance.

f. The revenue earmarking fulfills a continuing need recognized by both local

government and the legislature.

g. The earmarking of revenue provision does not result in accounting or auditing

inefficiency.

Summary

The Local Government Funding and Structure Committee recommends creating one
four-year interim committee in the Legislative Services Division to deal with state

and local government relationship issues and an expansion of the Legislative

Finance Committee's duties to include reviewing revenue the state earmarks to local

government.
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LOCAL OPTION SALES TAX

During the course of its deliberations, the Local Government Funding and Structure

Committee concluded its recommendations should include the ability of local

governments to levy a local option sales tax. The committee further recommended
that the local option sales tax should be structured based on Senate Bill 370,

introduced, but not passed, during the 1999 legislative session. This chapter

discusses the revenue impacts and administrative features of such a tax.

Revenue Potential

No one knows how much a local option sales tax would generate in Montana. This

is because under the committee recommendations the tax truly is optional; must be

approved by the electorate of the taxing jurisdiction; may be levied at varying rates

up to 4%; and may have significantly different tax bases across different taxing

jurisdictions. This section discusses the potential revenue that could be generated

from a local option sales tax that is imposed by all counties, on the same base, at a

uniform rate of 4%.

The local option sales tax proposed in SB370 was a tax on luxuries, defined as "any

gift item, luxury item, or other item or any service normally sold to the public and to

transient visitors or touhsts." The only items specifically excluded were "food

purchased unprepared or unserved, medicine, medical supplies and sen^/ices,

appliances, hardware supplies and tools, or any necessities of life."

It is difficult to determine from this broad language just what a luxury item might be.

However, Table 1 shows the revenue that might be generated from such a tax based

on the list of "luxuries" included in the table.

Some of the items in Table 1 are self-explanatory; others require some explanation.

For example, Montana has a 4% use tax on lodging facilities. The lodging facilities

use tax applies only to lodging charges, and excludes other charges for items such

as food, transportation or entertainment. Food, drinks and other items sold at

lodging facilities could be included in the base for a local option sales tax.

Recreation goods and services include things like ski equipment, lift tickets, sporting

goods, outfitters services, golf fees, bait, and hobby supplies. Sightseeing fares

includes taxi service, charter buses, scenic and sightseeing transportation, and

nonscheduled air transportation.

As Table 27 shows, fiscal 2002 sales from these luxury items, including

accommodations, is forecast to total $1.87 billion. At a rate of 1%, a local option

sales tax levied by ail counties would generate approximately $18.7 million; at the

maximum allowed rate of 4% this tax would generate $74.8 million.
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Table 27

Potential Revenue From a Local Option Sales Tax on "Luxuries"

lax Base Item

Food Sold in Restaurants

Accommodations

Drinks Sold in Bars

Food. Dnnks, and Other Sold at Lodging Facilities

Car Rentals

Event Tickets

Sightseeing Fares

Souvenirs

Recreation Goods and Services

TSIaT

Forecast

FY2002 Sales

(Smillions)

798.1

316.6

182,4

105,4

34,7

165,8

8,3

105,4

1535

1,870.2

Kevenue at l7o

FY2002

(Smillions)



regional trade center. Regional trade centers that do not levy a local option sales

tax would not be eligible to receive distributions from the common pool.

The remaining 75% of all revenue generated within a regional trade center, and all

revenue generated by local option sales taxes outside a regional trade center, would

be distributed as provided for in SB370. That is, if a county levies a local option

sales tax, 50% of the revenue is distributed to municipalities based on the ratio of

the population of each municipality to the county population, with the balance

retained by the county; and 50% is distributed to municipalities and the county based

on the point of origin of the revenue. Subject to the double taxation rules discussed

below, municipalities would retain in full any local option sales taxes they levied.

Double Taxation Rules

Per SB370, a local option sales tax may not be levied on the same transaction by

more than one local government. Based on SB370, the committee recommends the

following regarding double taxation by taxing jurisdictions:

• If a county levies a local option sales tax prior to any municipality levying a local

option sales tax, this automatically precludes municipalities from levying a local

option sales tax.

• If a municipality levies first, but the county subsequently levies at a rate equal to

or higher than the municipality, then the municipality must repeal its local option

sales tax without a vote of the electorate.

• If a municipality levies first, and the county subsequently levies at a rate lower

than the municipality, then the municipality is entitled to retain all revenue

attributable to the excess of the municipal rate over the county rate, but must
remit the balance to the county.

Property Tax Reduction

SB370 provided that 33% of any revenue from a local option sales tax, whether

levied by a county or a municipality, must be used to reduce the countywide property

tax levy for the teacher's retirement fund. The committee recommends that the

amount of property tax relief, if any, to be provided from a local option sales tax

should be left to the discretion of the local governing body and electorate of the

taxing jurisdiction levying the tax. This would be spelled out in the resolution of the

governing body and posted along with the notice of election on the issue.
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REALTY TRANSFER TAX

The committee recommends a local Realty Transfer Tax. A realty transfer tax, In

general, is a tax or fee collected for the transfer of real property from one party to

another. The purpose of this tax is to address the lack of up-to-date, effective

infrastructure and the means of financing infrastructure.

This report will first examine the infrastructure problem to be addressed by this

tax, and then discuss the specific details of the tax.

Montana's Need for Improved Infrastructure

The lack of means to address infrastructure is a significant problem in Montana's

quest to improve itself economically. Water and sewer lines, treatment facilities,

roads and storm drainage are all basic needs for economic activity. Economic

development cannot take place at the scale needed to provide jobs for the

people of the state without an effective way to finance these basic infrastructure

needs.

This kind of infrastructure is also necessary for public health and safety. There are

communities in Montana whose need for pure drinking water is not assured for the

future. While some progress toward meeting these needs has been made by the

Treasure State Endowment Program, much more needs to be done.

Presently, the infrastructure to provide water, wastewater treatment and roads is

paid through financing mechanisms including special improvement districts, cash

financing by developers, "impact fees" collected from developers to pay for the

specific impacts of growth, and money provided by the ratepayers through water and

sewer rates. These methods are inconsistent from community to community and

most of them fall heavily on the developer/builder of new construction or on

ratepayer.

There are several problems with the present system that inhibit economic growth in

Montana. First, the reconstruction and rehabilitation needs of many local water,

sewer and roadway systems are such that local taxpayers and ratepayers could

never afford to pay the taxes and rates necessary to bear the cost of the needed

work. An accepted "rule of thumb" for resurfacing roads nationally is a 25-year

cycle. In many Montana communities, roads and streets are not resurfaced until

they crumble completely, making reconstruction necessary, at a much greater cost.

Infrastructure maintenance is a "pay now or pay much more later" proposition.

Another problem is that infrastructure costs fall heavily on the developers/builders

end of the growth process. Most people agree that new development should pay for

itself. However, as new projects are built there are often improvements made to the

infrastructure systems as a whole that should be paid for by the overall system
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because its users are beneficiaries. Presently, these types of improvements are

financed by developers and builders through impact fees or by ratepayers through

utility rates. This puts the burden on developers/builders and ultimately on the

buyers of new construction because either they, or the general ratepayers bear the

ultimate cost. This adds to the cost of new construction or increases utility rates,

sometimes beyond what users can afford to pay.

How a Realty Transfer Tax Would Help

Although the realty transfer tax in most states is a general tax used for general

governmental services, the committee is proposing that it be used in Montana for

replacing or constructing new infrastructure. There are two reasons for this.

First, the state is so far behind in its infrastructure needs that the traditional

sources of financing will never allow it to catch up. A new, general source of

revenue is needed to allow communities to begin to catch up without increasing

the burden on those who now bear it to the full extent that they are able. A realty

transfer tax would more evenly distribute the financial burden over a broader

base for the communities who adopt it.

Second, requiring a realty transfer tax to be used for infrastructure would ensure that

the tax would be used for a purpose that is directly related to its source. In other

words, the proceeds of the tax would directly benefit the building and real estate

industries by providing a source of funding for the infrastructure that make growth in

these industries possible. It seems to the committee that it would be short sighted for

these industries to oppose the authorization of such a tax given the positive impact it

would have. Fortunately, the general public would benefit as well through better

infrastructure for health and safety, and through economic growth produced by a

better environment in which business and jobs can flourish.

Specifics of a Realty Transfer Tax

The realty transfer tax is calculated by applying a fixed rate to the taxable value of

the real property being transferred. The realty transfer tax has five fundamental

components:

1. Tax base

2. Tax rate and tax election

3. Allocation and use

4. Administration

5. Payment responsibility
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The committee recommends a voted local option realty transfer tax for Montana. The

tax would be a state tax enacted through legislation. The next sections review the

specifics of the tax recommended by the committee.

Realty Transfer Tax Base

The tax base for a realty transfer tax is defined as consideration paid for the transfer-

in-interest of any real property, less exemptions. The amount of consideration paid,

for other than a non-arm's length transfer with nominal consideration, is the amount

of the full consideration paid. In the case of a non-arm's length transfer, market

value of the assets is used to establish the consideration paid. The committee

recommends that aghcultural land and timberland that has a transfer-in-interest is

not subject to the realty transfer tax if its agricultural or timber use is not changed. If

the land transfers ownership and it's use is changed, then the transfer is subject to

tax.

Exemptions

Federal law binds all states and some exemptions are inherent when considering a

new form of state tax. The United States or any agency or instrument thereof, any

state or territory, any political subdivision thereof, the District of Columbia, and any

person or document prohibited by federal law from taxation is exempt from payment

of taxes in all states. The exemptions are shown in the following list.

An instrument recorded prior to the effective date of the legislation

The sale of agricultural land when the land is used for agricultural purposes

A transfer solely to provide or release security for a debt or obligation

The United States, this state, or any instrumentality, agency, or subdivision of the

United States or this state

An instrument that, without added consideration, confirms, corrects, modifies, or

supplements a previously recorded instrument

A transfer pursuant to a court decree or partition

A transfer pursuant to mergers, consolidations or reorganizations of corporations,

partnerships or other business entities

A transfer by a subsidiary corporation to its parent corporation without actual

consideration or in sole consideration of the cancellation or surrender of

subsidiary stock

A transfer of decedents' estates

A transfer of a gift

A transfer between husband and wife or parent and child with only nominal actual

consideration for the transfer

An instrument the effect of which is to transfer the property to the same party or

parties
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A sale for delinquent taxes or assessments, a sheriffs sale, a bankruptcy action

or a mortgage foreclosure

A transfer made in contemplation of death

Realty Transfer Tax Rate and Tax Election

The committee recommends a tax rate up to 1%. The rate of the local option

realty transfer tax must be established by an election petition or resolution. The
petition or resolution referring to the taxing question must state the tax rate, the

duration of the tax, the date the tax becomes effective and the purposes that may
be funded by the tax.

A local option tax in excess of a combined total of 1% may not be levied on the

same person or transaction by more than one local government. If the electorate

of a county approves a local option realty transfer tax, persons or transactions in

the municipality are subject to the county tax and the local option realty transfer

tax imposed by the municipality if considered reduced to the difference between
the 1% and the rate of the county local option realty transfer tax. If the local

option realty transfer tax imposed by the municipality is at a lower rate than the

tax imposed by the county, the governing body of the municipality shall repeal

the tax without a vote of the electorate. A municipality may not enact a local

option realty transfer tax if a 1% local option realty transfer tax is in effect in the

county within which the municipality lies.

Allocation and Use of Realty Transfer Tax Proceeds

The committee recommends that the tax revenue be split between state and
local government with 80% of the tax staying with the locality in which the tax is

generated. The state portion of the tax is deposited in the Treasure State

Endowment state special revenue account provided for in section 17-5-703,

MCA.

The realty transfer tax must be used for construction, reconstruction, and
maintenance of infrastructure as authonzed by the voters. The tax proceeds may
be used to pay the principal and interest payments on bonds issued for

infrastructure projects. In the drafted legislation infrastructure means:

Drinking water systems

Wastewater treatment

Sanitary sewer or storm sewer systems

Solid waste disposal and separation systems, including site acquisition,

preparation or monitoring

94



streets, roads and bridges

Parking facilities

Street lighting

Public buildings

Administration of Realty Transfer Tax

The committee recommends the county treasurer collect the tax. A receipt

evidencing payment of the tax from the county treasurer would then be required

before a realty transfer certificate is recorded and the transfer legally completed.

Responsibility for Paying the Realty Transfer Tax

The tax is on the person seeking to record the transfer of title to the property. The

person has the burden of claiming and demonstrating the right to a tax exemption

prior to recording the transfer.
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1,000 copies of this public document was published at an estimated cost of $3.45 per

copy, for a total of $3,450.00, which includes $2,750.00 for printing and $700.00 for

distribution.


